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corporate profile

, Afterma'rke‘t Technology Corvp. is a leading remanufacturer and distributor
| ~of drivetrain products. The Company also provides customers with value-
~-added warehouse and distribution services, returned material reclamation

and disposition services and remanufactured electronic components.

r

businesses

DRIVETRAIN - ATC LOGISTICS
REMANUFACTURING Logistics Services

Aaron’s Automotive Autocraft Material Recovery
Autocraft Industries Autocraft Electromcs '
Autocraft Industries UK ' :

CRS Gastonia

CRS Mahwah







financial highlights

' NET SALES* INCOME FROM | EARNINGS |
Cinmilions OPERATIONS* ** PER SHARE* ** ***
' in millions :
02 A 0
U ®, ) . .=
0
D .. D Y 0 . /3

: - "all data reflects continuing operations only :

** excluding pre-tax non-recurring costs of $10.9 million in 1998 and pre-tax special ¢harges of
$6.7 million in 1998, $7.3 million in 1999, $32.6 million in 2000 and $5.3 million in 2001

" excludes a one-time pre-tax gain of $0.9 million in 2001
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DRIVETRAIN REMANUFACTURING
. highlights

Be visible. Be responsive. Remain vigilant. Adhere to quality.
Deliver as promised. Anticipate needs. The challenge, as the indus-
try leader, is never to give our OEM customers a reason 1o look anywhere
else. Long-term loyally is ensured by today’s performance,

04 AFTERMARKET TECHNOLOGY CORP.
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facts

DRIVETRAIN REMANUFACTURING

strong customer relationships
Our remanufacturing business has won
numerous prestigious quality and customer
service awards. Some of our customer rela-
tionships are decades old. We give customers
- a reason to choose ATC.

non-cyclical demand driven
by installed base
Demand for our products is largely a function of
the number of vehicles in operation, average
-age of vehicles and average number of miles
driven per vehicle. The need to replace a bro-
ken transmission is generally not discretionary.

DRIVETRAIN

large, stable fleet of higher failure -

rate 2- to 8-year-old vehicles =
Vehicles in the 2- to 8-year-old range are the
most likely to use a remanufactured trans-
mission to replace a failed unit. There is a
consistent fleet of vehicles in this age range
providing ATC with a built-in customer base.

high-quality products

- ATC remanufactured transmissions must meet

stringent original equipment manufacturers’

standards. The quality of our products is ensured

due to high tech machines that replicate the
original manufacturers’ functionality tests.

LOCATIONS

- US AARON’S AUTOMOTIVE Springfield, MO
AUTOCRAFT INDUSTRIES Oklahoma Clty, OKH
CRS GASTONIA Gastonia, NC - :
CRS MAHWAH Mahwah, NJ

UK AUTOCRAFT INDUSTRIES UK Grantham meolnshlre,

England

Inalean qell environment, Livingston Kim, 'Subassemfbler,"Autocraf.t Induétries_'
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;ATC Loglstlcs provndes efﬂcuent customlzed solutlons for\,;f
. ‘f;all aspects of the supply chain management process. Our‘ ;
- logistics industry success is a result of merging ‘operational
. expertise, state-of- the: art techno!ogy and advanced man-
. -;agement processes e MBI .

7:}’We focus on understandmg the customer enabhng us to‘; o
_deliver a total solution that is completely reliable and |
~ highly dynamic. By leveraging our resources in an integrated -
_~fashion, ATC Loglstlcs provndes effectlve solutlons to complex;' f
'*’{ffploglstlcs enwronments : N

ST e e b e e e e e

i

e “@m 2 w

r@@b@@E ing Lm@ O@ m CL?Q‘_'
g@ﬂ(@fﬂ@@ @ m@@:«. o




ATC LOGISTICS
| highlights

L

We point with unmasked pride to our ATC Logistics group, which has achjeved world-class

fulfillment benchmarks and double-digit revenue growth. ATC Logistics

provides services

to prominent customers, Our simple philosophy is to provide a flexible, reliable and highly
scalable solution. Leveraging our core competencies in supply chain mgnagement allows
our customers to remain focused on their core competencies. Our bottorp line impact can
be measured in reduced inventory commitment, cost effective warehousing and distribution

and superior levels of customer satisfaction.

o 30%"” COMPOUND ANNUAL GROWTH RATE (CAGR) FOR '98-

101

o RAPIDLY GROWING SEGMENT EXPERIENCING NEW CUSTOM

=R BUSINESS

© 99.9% ON-TIME SHIPMENT PERFORMANCE

10 AFTERMARKET TECHNOLOGY CORP.




CAGR 1998 - 2001 (in millions)

(1) full year pro forma for 1998 logistics acquisition



‘| ATCLOGISTICS
| teamwork -

@l?n. ) .~ V| v ('“:rmv | SN 99 | &
But above gl vy semetalng. F’&am&zh i Delane Bosssvel

“Do it, fix it, try it" could be the ATC motto Dunng 2001, our
'mnovatlve leaders created opportumt:es in our Logistics: seg-
ment that increased ﬁroductwiyty decreased costs cross- tramed
“our people and: Ieveraged our mtellectual capltal to attract new
busmess They possess a we\ll‘;flgure out a way” attltude that

' J;“'repeatedly renders - the impossible possible. N loreover, there =
- exists a strong commitment. to regularly measure success. We
- are not W d to the statu‘s quo Proudly, the ATCvculture encour-
‘ A s ynamlc people*

I @U@W@@M Cen
Operations Manager -
L@Q Sl ﬁ@ M(‘@g
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" ATC LOGISTICS
facts

GAINING VELOCITY

world-class provider of
~ logistics services
ATC is a world-class provider of value-added
warehouse and distribution services, provider
of returned material and reclamation services

and remanufacturer of electronic automotive
components. Our operational, quality assur-
ance and IS/IT performance benchmarks are
industry leading.

state-of-the-art technology,
operational expertise
We use state-of-the-art software and computer
systems to meet customers’ needs. We work
with customers to understand deliverables,
design solutions, establish operational and
business metrics, eliminate waste and improve
efficiencies. |

niche focus on

high value products
An important element of our growth strategy
is the acquisition of complementary “niche”
businesses in order to broaden our product
offerings and capture market share. Our
focus is on high value products with stringent
service and delivery requirements.

LOCATIONS

LOGISTICS SERVICES Fort W‘ovrth’, ™ 3
AUTOCRAFT MATERIAL RECOVERY Oklahoma City, OK
 AUTOCRAFT ELECTRONICS Dallas, TX |

Supply chain inventory can be tracked from the point of receipt through delivery to customers:

14 AFTERMARKET TECHNOLOGY CORP.







LEAN AND CONTINUOUS IMPROVEMENT
| | highlights

A traditional batch manufacturing to lean production system
During the year, the light assembly area at Autocraft industries UK was fransformed from
i a traditional batch manufacturing process to a lean assembly. Improvements were made
| in all areas including work in progress, distance materials traveled, operator cycle time,
product changeover time, and the number of operators needed. Adhergnce to the lean
principles of waste elimination, line balance and standardized work made|these significant
improvements possible.

1.8-liter engines/assembly line

16 AFTERMARKET TECHNOLOGY CORP.
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facts

LEAN AND CONTINUOUS l%\ﬂQQGVEMENT

MAINTAINING PRODUCTIVITY

commitment to ship

orders on time
During the year, due to productivity improvements
- resulting from the fervent adoption of lean prin-
* ciples, our Logistics Services team achieved a
99.9 percent on-time shipment record pro-
cessing in excess of 4.7 million orders. Be
assured, we are motivated to mamtam our own
Ievel of success!

simplifying processes
Throughout the organization, our lean teams
have reengineered the way we think about how
we do our jobs. They have helped us identify
internal processes that were an impediment to our
delivery of excellent customer service. They have
aided us in taking the waste out, eliminating steps

BEFORE.

 20AFTERMARKET TECHNOLOGY CORP.

with no value added, and streamlined our work
flow. By training all employees in the principles
of lean, we have empowered them to make .

- good decisions that better serve the customer.

creating a worker friendly
environment
Lean, by definition, creates an orderly,

“concentrated, more user-friendly environment.

Everything has a place and everything is in its
place. Our people take pride in working in such
an environment and have been encouraged to
offer suggestions for further visual and opera-
tional improvements. Our line employees are
leading champions of lean principles and are
the ones who nominate the projects or
processes for a “lean” review. -

BEFORE

1.8-liter Engines Light
Assembly Process prior to
., adoption of lean principles.

AFTER

Note the marked dn‘ference ‘
in the assembly set-up :
after the adopnon of lean.

AFTER
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 CUSTOMER DELIGHT
~ highlights
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Simply stated, good companies are “close to their customers.” Service excellence is ATC’s
prime objective. Our goal is to consistently exceed our customers’ expectations, to continu-
ously monitor and improve our performance and, importantly, to involve our customers as true
partners. We invite our customers to participate in our business meetings, to let us know what
we are doing right and where we need improvement. The formula is tried and true:

Dependable Service + Guaranteed Quality + Consistent Reliability = Loyalty = Top Line Growth.
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CUSTOMER DELIGHT

facts . .

- We speak with profound pride about the new

ATC culture that is built on a solid foundation
of ‘operation\al excellence and customer inti-

- macy. As an organization, we are making

progress in the right direction. We are
focused on the right audience - our customers.

‘Our aim is service. We have a steadfast devo-

tion to our customers. We encourage each of
our employees throughout ATC to do whatever
he or she thinks is necessary to take good

* WINNING CUSTOMER LOYALTY

care of the individual customer. Loyalty is
built by earning trust and confidence - one
customer at a time. We expect to get things
- and do things - right for our customers.
This year, we won additional business from
existing customers. This is the most con-

~crete indication that we are, in fact, winning
- customer onaliy._Our challenge is to main-

tain ATC’s focus and discipline on customer
satisfaction day after day. '

___‘COfeBIOC.Com L Tracirg yoor Cotes .'us:gme.as:é'f

~ We pride ourselves on the utilization

!

Gt Vataet D neey Ba g e
Seqd Hetons At Sesene Govte
Rk Lap (rsoasten Qntes

O Semicze.

Conratiss

of operational, quality assurance and
IS/IT metrics that track our customer
service performance.

CoreBloc.com is an Internet-enabled .

-‘Jﬁ. ATC 1 Logeres

interactive system that provides technology-
driven inventory management and core

Raal Time Tracking
Over the Infemg!.

LS L s e LN Y
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recovery for reverse logistics customers.
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:U%)U LETTER TO STOCKHOLDERS

DEAR
FELLOW
STOCKHOLDERS:

N

MICHAEL 7. DUBOSE
Chairman, President and
Chief Executive Officer
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During Mood we faced an 0<mqm= woxm:m:m economy, <<:_._m our

:Jm: _:m:m2<. _._0<<0<mn we _.mm__Nma ﬁ:m _umzmrﬁm of a c:m_:mmm
model insulated from fluctuations in the levels of new automobile
production as well as the benefits of our drive for world-class
customer performance levels and our ability to drive cost out of
our business.

We accomplished the objectives we laid out in last year's letter,
specifically:

» We established a foundation of industry-leading operational excellence
through the aggressive rollout and impiementation of the ATC Lean
and Continuous Improvement Initiative throughout the entire ATC
organization, with virtually every employee involved. By fully com-
mitting to the adoption of lean ways of conducting business, we
significantly improved our profitability and reduced costs.

* We further improved our performance relative to our customers’
expectations as well as built upon our strong customer relationships
through the ATC Customer Delight Initiative. Based in part on our firm
commitment to customer service, we won new business with Chrysler,
Ford, General Motors, Saturn, Isuzu, Kia, Jaguar, Delphi and others.

WITH A CLEAR DIRECTION, WIz

BEGARN [ E.;/EZC WHAT WE |
SUSTAINABLE PROGRESS

BELIEVE WILL BE MISARNIRN

¢ We successfully positioned our Logistics segment for growth,
earning_important new business with several automotive cus-

tomers. Significantly, Ford Motor Company awarded our
Material Recovery business unit a new contract to manage all
inventory used in supporting its full range of remanufacturing
programs. We also established the management and informa-
tion technology foundation to pursue further growth as well as
niche acquisitions.

* We successfully built upon our drivetrain remanufacturing
market leadership position, establishing a solid path to pene-
trate the $1 billion independent aftermarket for remanufactured
transmissions. As evidence of our strategy to establish a
foothold in this market segment, we signed an agreement with
the National AAMCO Dealers Association (NADA) to provide
remanufactured transmission units to its dealerships.

* We focused our efforts on and were successful in returning our
engines business to profitability.

VELOCITY AND
GIFUL,

GAINED

. We took bold steps to reduce costs,

adopt a new culture and dramatically improve customer service.

30 AFTERMARKET TECHNOLOGY CORP.
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JOSEPH SALAMUNOVIC
Vice President,

General Counsel and
Secretary

H

MATYT J. PIEPER
President
ATC Logistics

JOHM ). MACHOTA
Vice President
Human Resources

BARAY C. KOHN
Vice President and
Chief Financial Officer
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”.CU@ ’ SELECTED FINANCIAL DATA

i
i
i
i
|
I

The selected financial data presented below with respect to the statements of
operations data for the years ended December 31, 2001, 2000 and 1999 and
the balance sheet data as of December 31, 2001 and 2000 are derived from
the Consolidated Financial Statements of the Company that have been audited
by Ernst & Young LLP, independent auditors, and are included elsewhere
herein, and are qualified by reference to such financial statements and notes
related thereto. The selected financial data with respect to the statement of
operations data for the years ended December 31, 1998 and 1997 and the

36 AFTERMARKET TECHNQLOGY CORP.

balance sheet data as of December 31, 1999, 1998 and 1997, are derived
from the Consolidated Financial Statements of the Company that have been
audited by Ernst & Young LLE independent auditors, but are not included
herein. The data provided should be read in conjunction with the Consolidated
Financial Statements, related notes and other financial information included in
this Annual Report. The results of the Distribution Group, Inc. subsidiary, which
was sold in October 2000, are classified as discontinued operations in the
selected financial data presented.
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o D N - )
ﬂa * SELECTED FINANCIAL DATA

As of December 31,

(In thousands) 2001 2000 1999 1998 1997
balance sheet data:

Working capital, continuing operations $ 52,700 $ 53,457 $ 29,744 $ 36,128 $ 44,855
Property, plant and equipment, net 52,577 46,276 47,897 45,830 16,737
Total assets 396,858 407,499 577,782 517,794 360,477
Long-term liabilities, less current portion 181,694 213,637 302,491 258,051 152,571
Common stockholders’ equity 109,335 80,2390 176,144 168,011 175,429

(M See “Notes to Consolidated Financial Statements”—Note 19 for a description of special charges.

@income (loss) from continuing operations for the years ended December 31, 2001, 2000, 1999, 1998 and 1997 excludes income (loss) from discontinued operations, net of income taxes,
of $(959), $(99,289), $(9,969), $(6,200) and $6,719, respectively.

@Income (loss) from continuing operations tor the year ended December 31, 1998 excludes an extraordinary item in the amount of $703 ($1,172 less related income tax benefit of $469).
In addition, income (loss) from continuing operations for the year ended December 31, 1987 excludes an extraordinary item in the amount of $3,749 ($6,269 less related income tax

benefit of $2,520).

@ See "Notes to Consolidated Financial Statements” - Note 14 for a description of the computation of earnings per share.
G Excludes capital expenditures made by certain of the Company’s subsidiaries prior to such subsidiaries’ respective acquisitions and any capital expenditures made in connection with

such acquisitions.

®Common stockholders’ equily as of December 31, 2000 reflects the loss on the sale of our Distribution Group business and from the initial discontinuance of, and subsequent election to

retain, our independent aftermarket engine business.

38 AFTERMARKET TECHNOLOGY CORP.
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mz MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

components of income and expense

Revenue. In our Drivetrain Remanufacturing segment and independent after-
markel engines business, we recognize revenues, primarily from the sale of
remanufactured transmissions and remanufactured engines, at the time of
shipment to the customer and, to a lesser extent, upon the completion or
performance of a service. In our Logistics segment, revenue is primarily
related lo providing:

o value-added warehouse and distribution services;

e turnkey order fulfilment and information services;

o returned material reclamation and disposition services;

@ core management services; and

e automotive electronic components remanufacturing and distribution services,
and is generally recognized upon completion or performance of those services.
Cost of Sales. Cost of sales represents the actual cost of purchased compo-
nents and other materials, direct labor, indirect labor and warehousing cost
and manufacturing overhead costs, including depreciation, utilized directly in

the production of products or performance of services for which revenue has
been recognized.
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Selling, General & Administrative Expenses. Selling, general and administra-
tive ("SG&A") expenses generally are those costs not directly related to the
production process or the performance of a revenue generating service and
include all selling, marketing and customer service expenses as well as
expenses related to general management, finance and accounting, informa-
tion services, human resources, legal, and corporate overhead expense.

Amortization of Intangibles. Amortization of intangibles consists primarily of the
amortization of goodwill. In June 2001, the Financial Accounting Standards
Board issued Statement of Financial Accounting Standards (*SFAS)
No. 142, “Goodwill and Other Intangible Assets,” which nolonger permits the
amortization of goodwill and indefinite-lived intangible assets. Instead, these
assets must be reviewed annually (or more frequently under specified condi-
tions) for impairment in accordance with SFAS No. 142. We are required to
adopt SFAS No. 142 effective January 1, 2002. The effect of not amortizing
goodwill is expected to result in an increase to income from operations in fiscal
2002 of approximately $5.0 million. The adoption of the impairment provisions
of SFAS No. 142 is not-expected to have a significant effect on the Company's
results of operations or its financial position.

Special Charges. We have periodically identified areas where cost reductions
and efficiencies could be achieved through consolidation of redundant facii-
ties, outsourcing functions or changing processes or systems. Some of these
cost reduction or process improvement initiatives result in costs which we have
described as special charges and include, but are not limited to, severance
benefits for terminated employees, lease termination and other facility exit
cosls, losses on the disposal of fixed assets, impairment of goodwill and write-
down of inventories.
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MANAGEMENT’'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

segment qmﬁcwi@@_

We have two reportable segments in continuing operations: the Drivetrain
Remanufacturing segment and the Logistics segment. The Drivetrain Remanu-
facturing segment consists of five operating units that primarily sell
remanufactured transmissions directly to DaimlerChrysler, Ford, General
Motors and several foreign OEMs, primarily for use as replacement parts by
their domestic dealers during the warranty and post-warranty periods following
the sale of a vehicle. In addition, the Drivetrain Remanufacturing segment sells
select remanufactured and newly assembled engines to European OEMs
including Ford's and General Motor’'s European operations and Jaguar. Our
Logistics segment consists of three operating units:

® a provider of value-added warehouse and distribution services, turnkey order
fulfiliment and information services for AT&T Wireless;

° a provider of returned material reclamation and disposition services and core
management services primarily to Ford and to a lesser extent, General
Motors; and

e an automotive electronic components remanufacturing and distribution
business, including components for the OnStar program, primarily for Delphi
and Visteon.

Our independent aftermarket engine business, which is not a separate
reportable segment and is shown as "Other," remanufactures and distributes
domestic and foreign engines and recently began distributing select remanufac-
tured domestic transmissions from four regional distribution centers primarily
to independent aftermarket customers.
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We evaluate the performance of each segment based upon income from oper-
ations. The reportable segments and the "Other” business unit are each
managed and measured separately, primarily due to the differing customers,
production processes, products sold and distribution channels.

results of operations

The following table sets forth financial statement data expressed as a percent-
age of net sales.

Year ended December 31,

2001 2000 1999

Net sales 100.0% 100.0% 100.0%
Cost of sales 64.9 66.7 67.4
Special charges 0.1 2.5 0.8
Gross profit 35.0 30.8 31.8
- SG&A expenses 15.2 15.4 15.5
Amortization of intangible assets 1.3 1.4 1.5
Special charges 1.3 6.2 1.2
Income from operations 17.2 7.8 13.6
Interest income 0.4 0.1 —
Interest expense and other, net 5.5 6.7 6.4

Income from continuing operations,

before income taxes 12.1 1.2 7.2
income tax expense 4.6 0.6 2.6

Income from continuing operations 7.5% 0.6% 4.6%




‘Apanoedsal ‘0008 PUB LOQF 10} S8NUASI IND

10 %1 Pl PUB 9Q7| 104 PAIUNOIDE SSIRNM 1R LV PUB %0°0E PUB %9 VE 10}
poIUNDDOE PIO4 ‘9% Q’'6E PUB 9, H7 40} pajunodde wishydsejwreq 0} seoes

“aulj 10npoid 3INPoW joIIUoD
DIUCADSR PAUNIORINUBLUSI S} JO UoeuIS] 9y} 0} pajefas uawhas soysiBoT sy ut
BNUDABI Ul QUIPD2P B PUB SSAUISNG Siy} 10} [2UUBLD LONgu}sip ay) ur abueyd
e wouy Bunnsal ssauisng awbuo joxreunsye uapuadspul oYy Uy anudAal Ul
BUIDSP B 'OAIBIJIUL UOIONPaY AI0JUaAUL SY JO HNSaU © SB 1ajshiyDiauec] o} pjos
SUOISSIWSURI] POINIOBINUBWBE Ut SUNj0ap € AQ 19syo Aferped sem asealou siyj

"PIO4 O} SUDISSIWISUEL] PAINIOBNUEWAI JO SBJES U} OSEAIOUI
ue 01 paes Auewnd Guswbes Bunnoeinuewayy utesaad oyl ul ymoib e

PUE ‘000 1O }[BY pUDISS By} Ut SN 10
anuaaal Buneisual ueBeq yomm ‘sieustew Bunoyreuwr foyo pue oes-jo-juiod
10 UOINGUISIP 94} PUB SBLI0SSAD0R suoyd |82 jo uonnguisip pue Buibexoed
ayr Buenod ‘go0g Altee w ssepip 1% 1Y Aq popieme aram am sweiboid
mau omy ay Jo dn dwes ayy of ojgeingupe juswbas sonsiBo ayy Ui yMoib e

$801M9Ss pue sauoyd tenied 1o} 1edBw
By} ul ymoiB au Ag USALP ‘SODIAIDS UONNQLLSIP PUB SSNOYDIRM DOPPE-SNJBA
10} Sses U asea1oul ue o} ajgengulje ‘juswbas sonsboT ayy Ul ymoib e

Ag Ajuewnd uaapp sem sseaioul Siy] 000 104 UOIIW G GLES WOl 100G
104 LI H EGES 03 %Q’G 10 ‘UoHIW §°0g$ PaSEaIdUl SBfEs 1N e8RS 19N

‘0003 ‘04 80'1$ 03 paredwod e |00F 104 £G1% Sem aseys paynyp sad
suonesado Buinuiuoo woiy swodw ‘ueb Buuinoai-uou pue sabireyd feoeds ayy
Buipniox3 "0007 104 |11°0¢ 0} pasedwiod se 100F 10§ OF1$ Sem ateys panyp 1ad
suoesodo Bunuipuos Woy sWodu) SISWCISND WII() UBHSD Je SIATENIUI UOIIONpal
Atojuaaur pue 2oud oy pajeros Ajpbiel juswbas Buunioeinueway) uleaAl(] 3y}
ul subrew paosnpat Ag 1asyo Ajented ‘ssausng autbus jaxuewssiye uapuad
-opur ay) w Ajngepyoid paseaidul pue S9ARBILIUL UOIONPAL 1S0D JOYI0 pue
wesBoid juswanosdy snonupuo’) pue uesT) 1no woly Buynsss spuatuasoiduw Ayt
-aponpoid uawBas sonsiBon) oy vl ymob fenquesgns oy sjgeingiie Ajuewid
SBM OSEBBIOUL SWY| Q00 W uoliW 8 5% Wodl LO0G L€ 18quiedeg pepud
reak auy Joy Lo £°7E% 01 ‘% /L 10 ‘uoliw G ¢ pasessour suonesado Bul
~NUNRUOD Wiy swodsut ‘ureb Bulnoal-uou pue sobieys jenads ayi Bupniox3
‘(,suonerad() penuyuoost, ©8s) pouelor Ajjuenbasgns sem ssauisng
siy| 'ssauisng auibus 1ospeunaye juapuadapul IN0 SNURUODSIP 0] UOISIDEP
N0 YEM PRIEI0SSE S1asse poipoads 10} SaoUBMO|E uoieneA Jo Buipiodsl ayl
pue mpoob (o yo-sum s o) paregal Aprewnd ssbireys jeads jo (xe-aud)
uolfliw g'gE$ PapIodal am ‘000G Ut AjBUOIIPPY "SSBUISNq Jey) Jo djes By}
10} UoEIaPISUOY ferped se OONF Ul PaAIadal om Yoiym ‘dnolyy uoinguisi(y ayl
40 >(001s paisjaid auy] O ajes oy} 0} paje|ds uoliw 6'0¢ jo ureb Bunos)-uou
e pue (mojaq  sebireyn jenadg, 99s) $1s00 sanpal pue ssuaiys Bujersdo
anordwt 0} paubisep soaeniul o1 pares Ajuewnd ‘uoypw g'ge jo sabreyo
Jedads xe}-aud pepiodal em ‘100z Buung ‘000G W UoKtw ' g¢ wol 100G
ur uoliW G GG 0} ‘ol |47$ pasealout suoljesado Buinunuos woly awosu;

O00Z ‘1L IDQWad3P PIPUd 1eaf
01 poiedwod
1L00Z ‘LT JoQuuiedap papusd Jeaf




MAN

ENT-SBISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF

Gross Profit. Gross profit increased $22.9 million, or 19.9%, to $137.8 million
for 2001 from $114.9 million for 2000. Excluding special charges of
$0.2 million recorded during 2001 and $9.1 miflion of special charges related
to the independent aftermarket engine business recorded during 2000, gross
profit increased $14.0 million, or 11.3%. This increase was primarily the result
of increased sales in the Logistics segment and improved productivity as a
result of our Lean and Continuous mprovement program and other cost reduc-
tion initiatives, partially offset by a decline in gross profit in the Drivetrain
Remanufacturing segment resufting trom:

o price concessions provided to DaimlerChrysler as a result of their request for
supplier participation in their cost reduction initiatives;

o the sales mix of remanufactured transmissions; and

e production inefficiencies resulting from the impact of DaimierChrysler’s and
GM's inventory reduction initiatives.

As a percentage of nel sales, gross profit before special charges increased to
35.1% in 2001 from 33.3% for 2000.

SG&A Expenses. SG&A expenses increased $2.6 million, or 4.5%, to
$59.9 million for 2001 from $57.3 million for 2000. The increase was
primarily the result of an increase in spending in support of growth initiatives
in the Logistics segment and on our Lean and Continuous Improvement and
Customer Delight initiatives, partially offset by a decrease in cost in the inde-
pendent aftermarket engine business resulling from the elimination of our
branch distribution network. As a percentage of net sales, SG&A expenses
decreased slightly to 15.2% for 2007 from 15.4% for 2000.
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Amortization of Intangible Assets. Amortization of intangible assets decreased
$0.3 million, or 5.7%, to $5.0 million for 2001 from $5.3 million for 2000,
primarily attributable to the write-off of goodwill related to the independent
aftermarket engine business on June 30, 2000.

Special Charges. During 2001, we recorded $5.3 milffion of special charges
($3.3 miflion net of tax) including $2.4 million for the Drivetrain Remanufacturing
segment, $2.4 million for the Logistics segment and $0.5 million for con-
solidation of our two information systems groups. The $2.4 million related to the
Drivetrain Remanufacturing segment consists of $1.6 million of severance and
related costs for 35 people, primarily associated with the de-layering of
certain management functions and $0.8 million of facility exit and idle capacity
costs associated with facility consolidations and implementation of cetlularized
manufacturing within the segment. The $2.4 million ot special charges in the
Logistics segment are primarily related to a decision to exit an unprofitable
product line and include the following:

°$1.9 million of costs related to the shut-down of our remanufactured
automaotive electronic control modules operation including:
~$0.7 million of severance and refated costs for 118 people;
—$0.6 million related to the write-down of fixed assets;
—-$0.3 million of facility exit and other costs related to the shutdown;

-$0.2 million refated to inventory write-downs (classified as Cost of Sales-
Special Charges); and

-$0.1 million for the write-down of uncollectible accounts receivable
balances; and
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j,\m?/v MANAGEMENT’S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Interest Expense. Interest expense decreased $2.4 million, or 9.7%, to
$22.4 million for 2001 from $24.8 mitlion for 2000. This decrease was the
result of a general decline in interest rates combined with a reduction in debt
outstanding. Interest expense for 2000 of $5.2 million was allocated to
discontinued operations based on the actual consideration received from the
sale of the Distribution Group.

Discontinued Operations. On August 3, 2000, we adopted a plan to discontinue
a segment of our business thalt we referred to as our Independent
Aftermarket. This segment consisted of the Distribution Group and the
independent aftermarket engine business. We planned to sell the Distribution
Group by December 31, 2000 and the independent aftermarket engine
business by June 30, 2001. Management believed that the planned exit from
these businesses, which provided the opportunity to reduce debt and gener-
ated a significant tax shelter, offered a strategic opportunity to focus resources
on our businesses that were profitable and had greater growth potential. As a
result of the decision to exit these businesses, we recorded a charge for the loss
on disposal of discontinued operations.

On October 27, 2000, we completed the sale of the Distribution Group to an
affiliate of The Riverside Company. Our plan with respect to the independent
aftermarket engine business was to restructure and return it to profitability
prior to finding a buyer. Our restructuring of our independent aftermarket
engine business, which

e eliminated our 21 branch distribution network and replaced it with a business
model that sells and distributes remanufactured engines directly to inde-
pendent aftermarket customers on an overnight delivery basis from four
regional distribution centers;

46 AFTERMARKET TECHNOLOGY CORP.

¢ applied lean manufacturing techniques to improve productivity and reduce
manufacturing cost; and

e significantly improved product quality to reduce product warranty cost,

was successful in returning this business to profitability. However, efforts to
identify an interested buyer placing sufficient value on this business were
unsuccessful. Consequently, on June 25, 2001, we elected 1o retain our inde-
pendent aftermarket engine business. As a result of this decision and in accor-
dance with EITF 90-16, “Accounting for Discontinued Operations
Subsequently Retained,” the results of the remanufactured engines business
have been reclassified from discontinued operations to continuing operations
for all periods presented.

During 2001, we recorded a charge of $1.0 million related to discontinued
operations, net of tax benefits of $0.6 million. This charge included the following
on a pre-tax basis: $2.7 million in expense for the increase to the estimated
loss on the sale of the Distribution Group, $2.1 million in income for the rever-
sal of the estimated accrued loss on disposal of our independent aftermarket
engine business and $1.0 million in expense for the reclassification of the
operating results of our independent aftermarket engine business from discon-
tinued operations to continuing operations, as required per EITF No. 90-16.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Segment Profit. Segment profit decreased $9.0 million, or 18.4%, to
$40.0 million (15.0% of segment net sales) for 2001 from $49.0 million
(19.3% of segment net sales) for 2000. Excluding 2001 special charges of
$2.4 million, segment profit decreased $6.6 million, or 13.5%, between the
two periods. The decrease was primarily the result of the changes in sales
volume, price and mix of remanufactured transmissions as referenced above,
combined with production inefficiencies resulting from the impact of
DaimlerChrysler’s inventory reduction initiatives and project costs related to the
re-engineering of our least efficient, highest cost remanufacturing facility,
which we believe will drive productivity improvements in the future, partially
offset by cost reductions resulting from our Lean and Continuous Improvement
program and other cost reduction initiatives.

LOGISTICS SEGMENT

The following table presents net sales, special charges and segment profit
expressed in millions of dollars and as a percentage of net sales:

Year ended December 31,

2001 2000
Net sales $105.2 100.0% $89.1 100.0%
Special charges $ 24 2.3% $ — —%
Segment profit $ 265 25.2% $17.4 19.5%
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Nel Sales. Net sales increased $16.1 million, or 18.1%, to $105.2 million for
2001 from $89.1 million for 2000. This increase was primarily attributable to

e an increase in sales for value-added warehouse and distribution services,
driven by the growth in the market for cellular phones and services;

° an increase in sales attributable to the two new programs we were awarded
in early 2000 by AT&T Wireless covering the packaging and distribution of
cell phone accessories and the distribution of point-of-sale and other market-
ing materials, which began generating revenue in the second half of 2000;

@ an increase in sales to General Motors and Delphi for electronics remanu-
facturing and logistics support associated with a telematics program that we
were awarded in 2001; and

° an increase in sales {o Ford for core management services under the new
program we were awarded in 2001,

partially offset by a decrease in sales of remanufactured electronic control
modules as a result of our exit from thal operation. Sales to AT&T Wireless
accounted for 65.7% and 59.1% of segment revenues for 2001 and 2000,
respectively.



"s191Uad uolnqgusip feuoibal 01 dMiomlau Youelq B WO POYIdW UoiNgulsip
no ur abueyd e woyy Ajrewnd Buynsar ‘'ssuiBua pammoenuewal jo $9BS U
auIfOap € 0} B|qRINGUIE SEM 8SEAIDOP SILL 000G 0} UOIIW |*6E&$ WOl |00G
10} UONIIW 671G OF '% /PG 10 ‘Lo 'A% poseaIdap Soles JON SOES JaN

%68s1)  (648)% %82 It $ (ssoyp) yjoud yuswbeg

%01 9ce$ Yo— - 4 sobreyd jeads

%0001 L'66 % %000k 612% ‘sopes 1oN
0006 1007

‘1€ 19quada(] papua 1eay

:sojes 1ou o obrjuaniad e se pue siejjop jO
suoifjiw Ul passaldxa ssauisng subus (oxewiale uspuadepul ayj 104 (SSO)
njoud juswbas pue sebreyo jedads ‘sepes ou syuasald ajge) Bumoloy ey

43HL1O

‘Juswbas ayp ur saAleiur Yyimoib Aax ano jo poddns ur Bupuads ur ssesuour ue
Aq yosyo Ajjenpted ‘sydoouod Buunjoejnuew ues) jo uoljejuawadul ay} pue uoy
-BWO}NE JO 9SN pasealdul ay} wo.y Bunnsal sjuswaaoidwi Aaonpord 1ay3o
PUB SUOIONPaI }SOD YA PaUIqLIOD SACE POIUDIaal SB Xl PUe SLUN|OA S9|Bs
ut sabueyo jo ynsar ay} Ajuewnd sem aseasoul ayy “spouad om) sy} usamiaq
"9 1°9Q 10 ‘uoiii g | 1§ paseanut woid wewlss | oOg W papiosas uoyw ¢
jo sabueyo reads Buipnioxg ‘000z Jop (sefes jau juswbas jo 9% G61)
uowul 7/,1% woly {00z 40y (sefes jeu juawbas 1o 9¢'Gr) uopw § 954
O ‘oe'5G 10 ‘uopw |'g¢ peseasoul poid quawbag poud juswbeg

Juawbes oy} uypm suoouny Juswabeuew uepad Jjo apesbdn
3l ypm pajenosse Auewud 1500 palejes puB 8oUBISASS O uoljjiw G Of o

pue ‘saduefeg 9|qEAISDa) SIUNOODE 3|qIII8[[0dUN JO
UMOP-3]LIM 3U} 10} UoIIW | "0 'SUMOP-2m AI0JuSAUL O} paje|al uoliiw & 0%
'UMOPINYS DU} 0} Paje|al SIS0D JOLR0 pue xa ANjioe) JO uoliw g 0% 's]osse
paxI} JO UMOP-S}Um 8Y] 0} Pajejal Uol|ji §'0¢ (51500 Pole|al pUB 8dUERISADS
O uolliw £ '0¢$ Buipnjoul uoelado saiNpow [01UOD DIICIOB]S SAROWOINE
painioBNUBWIB) §jusWwbas U Jo UMOP-INYS BU} O} Pajejal 51502 Jo UoNIW 6'|$ e

:Bumolioy ayy papnput
100% Buunp papiooai sabieyo jenads jo uoyplu 'z o4y “sabieyn eivedg




pu U
:ma “ MANAGEMENT’S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Special Charges. During 2000, we recorded $32.6 million of special charges
related to the original decision to discontinue the independent aftermarket
engine business. These charges included the following:

© $15.6 million for the impairment of goodwil;

o $5.8 million for the write-down of fixed assets to estimated net realizable
value;

© $5.4 million for the write-down of inventory to estimated net realizable value
(classified as Cost of Sales-Special Charges);

¢ $3.8 million for product warranty costs of units remanufactured and sold
prior to 2000 (classified as Cost of Sales-Special Charges);

° $0.9 million for the write-down of uncollectible accounts receivable balances;
and

o $0.7 million of exit costs and $0.4 million of severance costs for 56 people
primarily associated with the shutdown of our branch distribution network.

Segment Profit (Loss). Segment profit (loss) increased $6.6 million, to a profit
of $1.7 million for 2001 from a loss of $4.9 million before special charges of
$32.6 million for 2000. This increase was primarily the result of cost reduc-
tion initiatives implemented in the independent aftermarket engine business in
the latter part of 2000 and the first half of 2001 including the application of
lean manufacturing techniques to improve productivity and reduce manufac-
turing cost, a change in the distribution method from a branch network to
regional distribution centers and a reduction of product warranty expense.

50 AFTERMARKET TECHNOLOGY CORP.

During 2001, we recognized a reduction in cost of goods sold of approximately
$0.8 million, primarily associated with the remaining inventory valuation
allowances that were established in 2000 related to our original decision to
discontinue the independent aftermarket engine business in 2000.

year ended december 31, 2000
compared io
year ended december 31, 1999

Income from continuing operations decreased $14.4 million, or 85.7%, to
$2.4 million in 2000 from $16.8 million in 1999. During 1999, we recorded
pre-tax special charges of $7.3 million, primarily related to initiatives designed
to improve operating efficiencies and reduce costs (see “Special Charges”
below). Additionally, in 2000, we recorded $32.6 million (pre-tax) of special
charges primarily related to the write-off of goodwill and the recording of
valuation allowances for specified assets associated with our decision to
discontinue our independent aftermarketl engine business. This business was
subsequently retained (see “Discontinued Operations”): Excluding special
charges, income from continuing operations increased $1.5 million, or 7.0%,
to $22.8 million for the year ended December 31, 2000 from $21.3 million in
1999. This increase was primarily attributable to a significant increase
in revenues in the Logistics segment, partially offset by a decline in revenues
in the Drivetrain Remanufacturing segment. Income from continuing operations
per diluted share decreased to $0.11 in 2000 from $0.79 in 1999. Excluding
special charges, income from continuing operations per diluted share increased
$0.07, to $1.08 for the year ended December 31, 2000 from $1.01 in 1999.




SIOMIBU UOIINGUISIP YOUEBIQ N0 JO UMOPINYS 8y} ylim pajeidosse Ajrewnd
ajdoad gG 10} $}1300 VDUBIBADS JO UON(ILL 5" 0F PUB S)SOD PXB JO UOKHIW £ '0F o

pue !saoduefeq
J|qBAIDIDI SIUNODIDE SIGIOSJI0IUN JO UMOP-SIM 9y} 10} U 60%

‘(sebreyn [eadg-sajeg Jo 1500 sk payIsse|d) 000G O Joud
PIOS PUB PalnioB{NUELLSI S}UN JO §}500 Alueliem 1onpoid 1oy uoiu @'c$ e

‘(sabieyny reiadg-sajes JO 1500 SB palIssed)
3NjBA S|eZI e JoU POTRWISD 0] AJOJUSAU JO UMOP-3JLM DY) O} UOHIW G o

'SM[BA S|JEZHEIS 18U PSTEWNSS Of S}OSSE PIXI} JO UMOP-SIM S} 10} UOHIW §'GE o

‘impooB Jo uowedwi ayy Jof oW 9 GL G e

:Buimoyjor oy} papnpoul sabieyd asay |
‘ssausng aulbua Jayiewlayye Juapusdapul INo jo uoeziuebioal ay} 0} pajeal
sabreyo [eroads o uolpuw 9 Ze$ PapIodal am '0Q0g Buung sebiey) eadg

‘'ssauisng
ouibua (osprewale juopuadapil 9yl YiM PalBIdoSSE |IMPOOoD Jo Jjo-ajum 3y}
o} pejejes Ajuewnd '6EE | B O G G WOl OOOE Ul uoniw £°G¢ 0} Apybis
paseasasp syesse ajgibueiul jo uoneziHoWyY s198sYy 9|qibuelul Jo voeZILIoWY

BE6L U %G GL WO 000G Ut %Y G L o1 Anubls
pasesioop sasuadxe yeODS ‘sojes 1ou Jo abejusorad e sy “ssauisng aulbuo
1xlewale juspuadapur a9y} pue juswbas Buunioepnuewsy  uweIBALQ
ay} w asuadxe ul aseasosp e Ag 1ospo Ajered uswbas sopsiboT ayy i

soAlferiul yimolb pue awnjoa sapes paseanul Bupoddns asuadxs w asesnu
ve 0} Auewnd anp st @sealdul sy | "GEE | Ul UOIW 4 9GS WOl QO0E Ul Uoy
-lw e /GE 01 "% || 10 ‘uoliw g ¢ paseasul sesuadxe Y90G sasuadxd vens

‘spouad OM) BY) UBBMIBY YO GE WOl %EEE
0} pasesldul safes jou o abejuaniad e se (sableyd jepads Buipnpoxs) pyoid
ssoib 4nsal B sy 'ssauisng auibue 1axiewiale juapuadapul o pue juswbas
Bupmpoenueway) uie s oy} Ul 2WN|oA U1 95e2100P B Aq Jasyo Ajeiued ‘6661
pue 000g Buunp pejusiueduil SeAjeniul UOIIONPSI SO JO Jyauaq By} pue
SODURLIEA [EIIS]BIU S|GBIOAR) ‘SUOISSILISURI} PRINJOBINUBWISI JO XILU 8|GEIOAE)
pue peih parordur ‘luewbas s21181807 a4y} W SONUDABY pasealsul 0} anp
Ajediouud s1 sea1OU SIY| "BEE | UL UOHIW F'EL LS WOIE 000E Ul uoliW Oy 5L S
0] '%G'S 40 'uoljiw 9§ pasearur pyoid ssoub ‘Appaoedssl ‘gEGL pue
0Q00% Ut uokHjw ' pue uoyii |'g$ 1O SOfBS JO 1S0D W payos)el sableyd
fe1oads Jo yuauodwod sy Bupnpxy "6E61 Un uoIW $g) L$ WOl 000E W
uolliiw 61 1S 01 ‘% e | 10 ‘ol G| § pasealdap Jyoid Ssolny oI SSoID

‘AloAoadsal ‘6661 PUB 0007 ' LE 19quwasa(] papud sieak sy) 10) SINUSAS) INO

40 %E'9 PUB % |'p| 10} PIIUNOCIDE SSOPIM |91V PUE %9 6C PUB %0 0¢ 104
PaJUNODOe P04 ‘9GS PUB %0 Ry 0] PIUNOIOE 19sAiynojwre] o} $ajeg

"SO[ES 12U JO UOISSNISIP B U0} 18Yi(0), pue ,juswbag
sonsiBoT, 1uswbag Buunioeinueway WRIBAL(, 955 "ssauisng suibus
ewaye jepusdopur uno pue juawbBes HBuunioenuewsy ulensauQ
3y} uI sanuenas W asealoap e Aq jasyo Ajeiued Juawbas sonsiBo ino ul sojes
pasealouL 0] SIGRINGUIIE SE8SBAIDUL SIY] "B6E L Ut Ui g Goe$ woll 0008
UL UOIjIW G G ALES 01 '96°| 10 'uoljiw §'g$ paseasoul sajes 18N 'Saleg 1oN




MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

During 1999, we recorded $7.3 million of special charges, of which
$3.0 miilion was included as a component of cost of sales. These charges
consisted of $3.3 million of costs associated with the narrowing of the
product offering of our independent aftermarket engine business, $2.6 million
of severance and other costs related to the reorganization of management
functions, $0.8 million of costs to exit a plant within our Drivetrain
Remanufacturing segment, and $0.6 million of severance, exil and other costs
related to our Logistics segment,

Income from Operalions. Principally as a result of the factors described above,
income from operations decreased $20.9 million, to $28.9 million in 2000
from $49.8 million in 1999. Excluding the special charges of $32.6 million and
$7.3 million recorded in 2000 and 1999, respectively, income from operations
increased $4.4 million, to $61.5 million in 2000 from $57.1 milion in 1999. As
a percentage of net sales, income from operations (excluding special charges)
increased to 16.5% from 15.6%, between the two periods.

Interest Expense and Other, Net. Interest expense and other, net increased
$1.5 million, or 6.4%, to $24.8 million in 2000 from $23.3 million in 1993.
The increase primarily resulted from an overall increase in interest rales in
2000 as compared to 1999. Interest expense of $5.2 million for the year
ended December 31, 2000 has been allocated to discontinued operations
based on the total consideration received from the sale of the Distribution
Group. Interest expense of $3.3 million for the year ended December 31,
1999 has been allocated to the discontinued operations based on the total
consideration received from the sale of the Distribution Group less the amount
of debt attributable to the acquisition of All Trans (part of the Distribution
Group) in the fourth quarter of 1999.
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Discontinued Operations. On August 3, 2000, we adopted a plan to discontinue
a segment of our business that we referred to as our Independent Aftermarket.
This Independent Aftermarket segment consisted of the Distribution Group
and 1he independent aftermarket engine business. We planned to sell the
Distribution Group by December 31, 2000 and the independent aftermarket
engine business by June 30, 2001. Management believed that the planned
exit from these businesses, which provided the opportunity to reduce debt and
generated a significant tax shelter, offered a strategic opportunity to focus
resources on our businesses that were profitable and had greater growth
potential. As a result of the decision to exit these businesses, we recorded a
charge for the loss on disposal of discontinued operations.

On Oclober 27, 2000, we completed the sale of the Distribution Group to an
affiliate of The Riverside Company. Our plan with respect to the independent
aftermarket engine business was to restructure and return it to profitability
prior to finding a buyer. Our restructuring of our independent aftermarket
engine business, which:

e gliminated our 21 branch distiibution network and replaced it with a business
model that sells and distributes remanufactured engines directly to inde-
pendent aftermarket customers on an overnight delivery basis from four
regional distribulion centers;

o applied lean manufacturing techniques to improve productivity and reduce
manufacturing cost; and

o significantly improved product quality to reduce product warranly cost,
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BRIANY MANAGEMENT’S DISCUSSION AND ANALYSIS OF
PR FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Sales to DaimlerChrysler accounted for 29.6% and 31.6% of our revenues
(42.5% and 42.0% of segment revenues) in 2000 and 1999, respectively.
Sales to Ford accounted for 30.0% and 29.6% of our revenues (40.8% and
36.8% of segment revenues) in 2000 and 1999, respectively.

Special Charges. The Drivetrain Remanufacturing segment recorded
$1.0 million of special charges in 1999 relating to severance and plant exit costs.

Segment Profit. Segment profit decreased $1.5 million, or 3.0%, to
$49.0 million (19.3% of segment net sales) in 2000 from $50.5 million
(18.8% of segment net sales) in 1999. Excluding special charges of
$1.0 million in 1999, segment profit would have decreased $2.5 million, or
4.9%, from $51.5 million (19.2% of segment net sales) in 1999. The decrease
was primarily the result of the factors impacting sales as described above,
partially offset by a reduction in allocated corporate overhead in 2000 as
compared to 1999.

LOGISTICS SEGMENT

The following table presents net sales, special charges and segment profit
expressed in millions of dollars and as a percentage of net sales:

Year ended December 31,

2000 1999
Net sales $89.1 100.0% $59.1 100.0%
Special charges $ — —% $ 06 1.0%
Segment profit $17.4 19.5% $ 7.7 13.0%
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Net Sales. Net sales increased $30.0 million, or 50.8%, to $89.1 million in
2000 from $59.1 million in 1999. This increase was primarily attributable to an
increase in sales for value-added warehouse and distribution services, driven
by the strong growth in the market for cellular phones and services, coupled
with the benefit of two new programs we were awarded by AT&T Wireless,
These programs cover the packaging and distribution of cell phone accessories
and the distribution of point-of-sale and other marketing materials. Sales to
AT&T Wireless accounted for 14.1% and 6.3% of our revenues (69.1% and
38.9% of segment revenues) in 2000 and 1999, respectively.

Special Charges. Special charges recorded during 1999 of $0.6 million relate
to facility exit costs and other costs related to the electronics business unit.

Segment Profit. Segment profit increased $9.7 million, or 126.0%, to $17.4 mil-
lion (19.5% of segment net sales) in 2000 from $7.7 million (13.0% of
segment net sales) in 1999. Excluding special charges of $0.6 million in
1999, segment profit would have increased $9.1 million, or 109.6%, from
$8.3 million (14.0% of segment net sales) in 1999. This increase was primarily
the result of the increased sales volume, combined with the benefit of restruc-
turing initiatives implemented in the electronics business unit in late 1999.
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rm_@ MANAGEMENT’S DISCUSSION AND ANALYSIS OF
o FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Net cash used in financing activities of $33.5 million includes net payments of
$31.5 million made on our credit facility, $2.3 million of common stock
purchased for treasury, $0.9 million of payments on capital lease
obligations and $0.5 million in payment of amounts due 1o sellers of acquired
companies, partially offset by $1.9 million of proceeds from the exercise of
stock options.

Our capital expenditures from continuing operations in 2001 were
$13.5 million, consisting of:

o $5.2 million primarily relaled to computer systems and machinery and equip-
ment to support growth and productivity initiatives in the Logistics segment;

e $7.6 million for additional transmission remanufacturing and test equipment
and other improvements to support increases in productivity and efficiency
in a number of our remanufacturing plants within our Drivetrain Remanufacturing
segment; and

0 $0.7 million primarily related to equipment to support growth in our overall
infrastructure.
LIQUIDITY AND CAPITAL RESOURCES -OTHER

For 2002, we have budgeted $20.0 million for capital expenditures to support
growth initiatives in our Logistics segment and for remanufacturing equipment
to support cost reduction initiatives and capacity expansion in our Drivetrain
Remanufacturing segment.
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Under the terms of our 1997 acquisition of ATS Remanufacturing (which
remanufactures transmissions for General Motors), we are required to make
payments to the seller and to other key individuals on each of the first 14 anni-
versaries of the closing date. Through December 31, 2001, we had made
$4.4 million of these payments. Substantially all of the remaining 10 payments,
which aggregate to approximately $14.6 million (present value of $13.1 mill
as of December 31, 2001), are contingent upon the attainment of sales levels
by ATS, which we believe have a substantial likelihood of being attained.

FINANCING

On March 8, 2002, we replaced our senior bank credit facility with a new facil-
ity. The former facility consisted of a term loan with $29.4 million outstanding
at December 31, 2001 and a $100.0 million revolving credit facility with
$45.8 million outstanding at December 31, 2001. The prior credit facility was
available to finance our working capital requirements, to make future acqui-
sitions and for other general corporate needs, and would have expired in
December 2003. Borrowings under the term loan portion of the prior credit
facility were payable in quarterly instaliments through December 31, 2003. At
December 31, 2001, $45.8 million of borrowings and $5.0 million in letters
of credit were outstanding under the revolving portion of the prior facility.

Amounts advanced under the prior credit facility were secured by substantially
all of our assets. The facility contained several covenants, including ones that
required us to maintain specified levels of net worth, leverage and cash flow
coverage and others that limited our ability to incur indebtedness, make capi-
tal expenditures, create liens, engage in mergers and consolidations, make
restricted payments (including dividends), sell assets, make investments and
engage in transactions with our affiliates and affiliates of our subsidiaries. As
of December 31, 2001, we were in compliance with such covenants.
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_H_M/N MANAGEMENT’S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

annum of the average daily unused portion of the new credit facility. We must
also reimburse the lenders for certain legal and other costs incurred by the
lenders, and pay fees on outstanding letters of credit at a rate per annum
equal to the applicable margin then in effect for advances bearing interest at
the Eurodollar Rate.

Amounts advanced under our new credit facility are guaranteed by all of our
domestic subsidiaries and secured by substantially all of our and our subsidiaries’
assets. Our new credit facility contains several covenants comparable to those
in our prior credit facility. These covenants include ones that require us to
maintain specified levels of net worth, leverage and cash flow coverage and
others that limit our ability to incur indebtedness, make capital expenditures,
create liens, engage in mergers and consolidations, make restricted
payments (including dividends), sell assets, make investments, enter new
businesses and engage in transactions with our affiliates and affiliates of
our subsidiaries.

On March 8, 2002, the closing date of our new credil facility, we borrowed
$55.0 million under the new facility and used a portion of those proceeds,
together with the proceeds from our public stock offering, to repay the entire
$82.7 million balance outstanding under our prior credit facility.

REDEMPTION OF 12% SENIOR SUBORDINATED NOTES

On March 8, 2002, we called all of our 12% senior subordinated notes due
2004 for redemption. Our senior subordinated notes, which had a face
amount outstanding as of March 8, 2002 of approximately $110.4 million, will
be redeemed at a premium of 102% plus accrued and unpaid interest on or
about April 8, 2002. The redemption will be funded by the remainder of the
borrowings made under our new credit facility.
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EXTRAORDINARY ITEMS

We expect to incur an extraordinary charge of approximately $3.3 million for
the write-off of previously capitalized debt issuance costs, a call premium and
fees in connection with the replacement of our previous credit facility and the
retirement of our senior subordinated notes. However, we expect to realize
annual savings of approximately $7.7 million in interest expense as a result of
the redemption of the senior subordinated notes.

impact of new accounting standards

In June 2001, the Financial Accounting Standards Board issued SFAS No. 141,
“Business Combinations” and No.142, “‘Goodwill and Other Intangible Assets’

SFAS No.141 requires that the purchase method of accounting be used for all
business combinations initiated after June 30, 2001. Use of the pooling-of-
interests method is no longer permitted. SFAS No.141 also includes guidance
on the initial recognition and measurement of goodwill and other infangible
assets acquired in a business combination that is completed after June 30,
2001. We are required to adopt SFAS No. 141 effective January 1, 2002, The
initial adoption of SFAS No.141 is not expected to have a significant effect on
the Company's results of operations or its financial position.

SFAS No.142 no longer permits the amortization of goodwill and indefinite-
lived intangible assets. Instead, these assets must be reviewed annually (or
more frequently under specified conditions) for impairment in accordance with
SFAS No.142. This impairment test uses a fair value approach rather than the
undiscounted cash flows approach previously required by SFAS No.121,
“‘Accounting for the Impairment of Long-Lived Assets and for Long-Lived
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

to the stockholders and board of directors
aftermarket technology corp.

We have audited the accompanying consolidated balance sheets of Aftermarket
Technology Corp. and subsidiaries (the Company) as of December 31, 2001
and 2000, and the related consolidated statements of operations, stockholders’
equity, and cash flows for each of the three years in the period ended
December 31, 2001. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financia!
statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supparting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.
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In our opinion, the consolidated financial statements referred to above present
fairly, in all material respects, the consolidated financial position of Aftermarket
Technology Corp. and subsidiaries at December 31, 2001 and 2000, and the
consolidated results of their operations and their consolidated cash flows for
each of the three years in the period ended December 31, 2001, in conformily
with accounting principles generally accepted in the United States.

ERNST & YOUNG LLP

Chicago, Hlinois
February 2, 2002
(except for Note 21, as to which the date is March 8, 2002)
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FIR ,
. Jou CONSOLIDATED BALANCE SHEETS

December 31,
(In thousands, except share and per share data) 2001 2000
assetis
Current Assets:
Cash and cash equivalents $ 555 $ 2,035
Accounts receivable, net 55,816 61,576
Inventories 68,970 55,479
Prepaid and other assets 5,305 5,331
Refundable income taxes — 2,730
Deferred income taxes 26,508 31,904
Total current assets 157,154 159,065
Property, plant and equipment, net 52,577 46,276
Debt issuance costs, net 3,008 4,175
Cost in excess of net assets acquired, net 169,194 174,833
Deferred income taxes 5,590 12,852
Other assets 9,335 10,308
Total assets $396,858 $407,499
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o)
D
_WT_'I?N CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended December 31,

(in thousands) 2001 2000 1999
operating activilies:
Net income (loss) $ 28,568 $(96,883) $ 6,807
Net loss from discontinued operations 959 99,289 9,969
Income from continuing operations 29,527 2,406 16,776
Adjustments to reconcile income from continuing operations to net cash
provided by operating activities — continuing operations:
Asset impairment loss — 27,626 —
Depreciation and amortization 14,019 12,991 13,300
Amortization of debt issuance costs 1,354 1,238 978
Adjustments to provision for losses on accounts receivable 91 348 206
Loss on sale of equipment 150 144 19
Gain on sale of preferred stock received from sale of a business (931) — —
Deferred income taxes 12,667 13,386 (2,577)
Changes in operating assets and liabilities, net of businesses acquired or discontinued/sold:
Accounts receivable 5,724 (11,848) 4,661
Inventories (13,590) (7,950) (162)
Prepaid and other assets 2,059 (4,563) 11,529
Accounts payable and accrued expenses (1,781) 9,715 9,677
Net cash provided by operating activities — continuing operations 49,107 43,493 54,407
Net cash used in operating activities —discontinued operations (2,798) (13,667) (24,313)
investing activities:
Purchases of property, plant and equipment (13,516) (11,682) (10,072)
Investment of minority interest in a joint venture (182) — —
Proceeds (refund of proceeds) from sale of businesses (3,675) 60,079 3,808
Proceeds from sale of preferred stock received from sale of a business 2,860 — —
Proceeds from sale of equipment 61 103 164
Net cash provided by (used in) investing activities — continuing operations (14,452) 48,500 (6,100)
Net cash used in investing activities —discontinued operations e (2,700) (54,031)
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—

Accumulated Other Common

Preferred Common Additional Accumulated Comprehensive Stock in

(In thousands, except share data) Stock Stock Paid-In Capital  (Deficit) Earnings  income (Loss) Treasury Total
Balance at January 1, 1999 $ — $204 $135,104 $ 35,676 $(979) $(1,994) $168,011
Issuance of 200,996 shares of

common stock from exercise of stock options — 2 790 — — — 792
Net income - e — 6,807 — — 6,807
Translation adjustments — — e e 534 — 534

Comprehensive income 7,341
Balance at December 31, 1999 — 206 135,894 42,483 (445) (1,994) 176,144
Issuance ot 196,528 shares of common stock

from exercise of stock options — 2 989 — — — 991
Issuance of 114,218 shares of common stock

from exercise of stock warrants — 1 Q) — — — —
Net loss — — — (96,883) — — (96,883)
Translation adjustments e — — — (13) — (13)

Comprehensive loss (96,896)
Balance at December 31, 2000 — 209 136,882 (54,400) (458) (1,994) 80,239
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(in thousands, except share and per share data)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

note 1
the company

The Company has two reportable segmenis in continuing operations:
the Drivetrain Remanufacturing segment and the Logistics segment. The
Drivetrain Remanufacturing segment consists of five operating units that
primarily sell remanufactured transmissions directly to DaimlerChrysler, Ford,
General Motors and several foreign Original Equipment. Manufacturers
("OEMs"), primarily for use as replacement parts by their domestic dealers
during the warranty and post-warranty periods following the sale of a vehicle.
In addition, the Drivetrain Remanufacturing segment sells select remanufactured
and newly assembled engines to certain European OEMs, including Ford's and
General Motors’s European operations and Jaguar. The Company’s Logistics
segment is comprised of three operating units: (i) a provider of value-added
warehouse and distribution services, turnkey order fulfilment and information
services for AT&T Wireless Services; (ii) a provider of returned material recia-
mation and disposition services and core management services primarily to
Ford and to a lesser extent, General Motors; and (iii) an automotive electronic
components remanufacturing and distribution business, primarily for Delphi
and Visteon. The Company's Engines business unit, which is not a reportable
segment and shown as “Other,” remanufactures and distributes domestic and
foreign engines from four regional distribution centers primarily to independent
aftermarket customers. Established in 1994, the Company maintains manu-
facturing facilities and logistics operations in the United States and a
manufacturing facility in the United Kingdom.
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note 2
summary of significant
accounting policies

Principles of Consolidation. The accompanying consolidated financial statements
include the accounts of the Company and its subsidiaries. All significant
intercompany balances and transactions have been eliminated.

Use of Estimales. The preparation of the financial statements in conformity
with accounting principles generally accepted in the United States requires
management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results
could differ from those estimates.

Cash and Cash Equivalents. The Company considers all highly liquid invest-
ments with original maturities of three months or less to be cash equivalents.

Inventories. Inventories are stated at the lower of cost (first-in, first-out method)
or market and consist primarily of new and used transmission parts, cores and
finished goods. Consideration is given to deterioration, obsolescence and other
factors in evaluating the estimated market value of inventory based upon
management's judgment and available information.

Froperty, Planl and Equipment. Property, plant and equipment, including
amounts capitalized under capital leases, are stated at cost less accumulated
depreciation. Depreciation is computed using straight-line methods over the
estimated useful lives of the assets for financial reporting purposes, as follows:
three to ten years for machinery and equipment, three to six years for autos
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the carrying amount of the asset to future undiscounted cash flows expected
to be generated by the asset. If the asset is determined to be impaired, the
impairment recognized is measured by the amount by which the carrying value
of the asset exceeds its fair value.

Concentration of Credil Risk. Financial instruments that potentially subject the
Company to a significant concentration of credit risk consist of accounts
receivable from its customers including DaimlerChrysler, Ford, General Motors
and AT&T Wireless Services, which are located throughout the United States
and, to a lesser extent, the United Kingdom. The credit risk associated with
the Company’'s accounts receivable is mitigated by its credit evaluation
process, although collateral is not required. The Company granis credit to
certain customers who meet pre-established credit requirements.

Accounts receivable is reflected net of an allowance for doubtful accounts of
$1,207 and $1,624 at December 31, 2001 and 2000, respectively.

Revenue Recognition. Revenues are recognized at the time of shipment fo the
customer, which is generally when title passes or as services are performed.

Warranty Cost Recognition. The Company accrues for estimated warranty
costs as sales are made.

Stock-Based Compensation. The Company has elected to follow APB Opinion
No. 25, "Accounting for Stock Issued to Employees,’ and related interpretations
in accounting for the stock options granted to employees and directors.
Accordingly, employee and director compensation expense is recognized only
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for those options whose price is less than fair market value at the measurement
date. The Company has adopted the disclosure-only provisions of Statement
of Financial Accounting Standards (*SFAS") No.123, “Accounting for Stock-
Based Compensation”

New Accounting Standards. In June 2001, the Financial Accounting Standards
Board issued SFAS No.141, “Business Combinations,” and SFAS No.142,
“Goodwill and Other Intangible Assets”

SFAS No.141 requires that the purchase method of accounting be used for all
business combinations initiated after June 30, 2001. Use of the pooling-of-
interests method is no longer permitted. SFAS No.141 also includes guidance
on the initial recognition and measurement of goodwill and other intangible
assets acquired in a business combination that is completed after June 30,
2001. The Company is required to adopt SFAS No. 141 effective January 1,
2002. The initial adoption of SFAS No.141 is not expected to have a signif-
icant effect on the Company’s results of operations or its financial position.

SFAS No.142 no longer permits the amortization of goodwill and indefinite-lived
intangible assets. Instead, these assets must be reviewed annually (or more
frequently under certain conditions) for impairment in accordance with
SFAS No.142. This impairment test uses a fair value approach rather than the
undiscounted cash flows approach previously required by SFAS No.121,
“Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Of! Intangible assets that do not have indefinite lives
will continue to be amortized over their useful lives and reviewed for impair-
ment in accordance with SFAS No.121. The Company is required to adopt
SFAS No.142 effective January 1, 2002. The effect of not amortizing good-
will is expected to result in an increase to income from operations in fiscal
2002 of approximately $5.0 million. The adoption of the impairment provisions
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

As a result of this decision and in accordance with Emerging issues Task
Force (“EITF") No0.90-16, "Accounting for Discontinued Operations
Subsequently Retained,” the Company has reclassified the results of opera-
tions for Engines from discontinued operations o continuing operations for all
periods presented.

At June 30, 2001, the date the Company reported the recontinuance of
Engines, and December 31, 2000, the net assets of Engines were as follows:

June 30, 2001 December 31, 2000

Accounts receivable, net $ 3,650 $ 2,952
Inventories 10,723 11,966
Other current assets 313 3b5
Property, plant and equipment, net 1,981 2,206
Other long-term assets 261 —
Accounts payable (2,401) 52)
Accrued expenses (4,527) (7,427)
Net Assets $10,000 $10,000

For the years ended December 31, 2001, 2000 and 1999, selected operating
results of Engines were as follows:

For the years ended December 31,

2001 2000 1999
Net sales $21,868 $ 29,136 $37,539
Special charges — 32,684 3,333
Income (loss) from operations 1,694 (37,537) (5,973)
Income (loss) from continuing operations 777 (24,040) (4,288)
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At June 30, 2001, the date the Company reported the recontinuance of
Engines, the Company reclassified $32,684 (see Note 19) of expense for the
period ended June 30, 2000 related to Engines from loss on discontinued oper-
ations to special charges, including (i) $3,783 of product warranty costs for units
remanufactured and sold prior to 2000, (i) $1,175 of restructuring charges and
(ii)) a loss of $27,696 related to the impairment and write-down of certain assets
to their estimated net realizable value which included the following components:

Impairment of cost in excess of net assets acquired $15,614
Impairment of fixed assets 5,790
Wirite-down of inventory 5,351
Wirite-down of uncollectible accounts receivable balances 871

$27,626

DISCONTINUED OPERATIONS

On the Measurement Date, the Company estimated a pre-tax loss on disposal
of the Independent Aftermarket segments of $174,013. As a result of the
Company’s decision to retain Engines, the Company reclassified the Engines
operating loss of $32,584 from discontinued operations to continuing operations
as of June 30, 2000. As adjusted for the Engines reclass of $32,684, the esti-
mated pre-tax loss of $141,429 for disposal of discontinued operations included
the following: (i) estimated loss on disposal of the Distribution Group business
of $138,823, which included a provision for anticipated losses of $10,779 from
the Measurement Date until disposal, the write-off of previously allocated good-
will, provisions for the valuation of certain assets, and anticipated costs of
disposal including lease terminations, severance, retention and other employee
benefits, professional fees and other costs directly associated with the discon-
tinuance; and (i) estimated provision for toss on disposal of Engines of $2,606.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

and employees of ATS, respectively. Through December 31, 2001, the
Company had made aggregate payments of $4,410 related to the ATS acqui-
sition. Substantially all of the remaining payments to be made in the future,
which will aggregate to approximately $14, 560 (present value $13,077 as of
December 31, 2001), are contingent upon the attainment of certain sales
levels by ATS, which the Company believes has a substantial likelihood of
being attained. Amounts are payable through 2011,

During 1999, the Company received fees totaling $1,229 from The Fred
Jones Companies, Inc., the former owner of Autocraft, for computer systems
support services provided by the Company. In addition, during 1999, the
Company sold $63 of products to certain automobile dealerships owned by a
limited liability company in which The Fred Jones Companies has a significant
equity interest. Fred Hall, a former director of the Company, is Chairman,
President, Chief Executive Officer and a significant stockholder of The Fred
Jones Companies. Since 1999, the Company continued to have transactions
with The Fred Jones Companies, Inc., but it is no longer considered a related
party as Fred Hall left his position on the Board of Directors of the Company
during 1999.

Aurora Capital Partners ("“ACP”), which controls the Company’s largest stock-
holders, charged to the Company $750 and $800 in fees for investment
banking services provided in connection with companies acquired or divesied
in 2000 and 1999, respectively. The amounts charged by ACP in 2000 and
1999 were associated with the Distribution Group and are presented as
discontinued operations in the accompanying financial statements. No such
amounts were charged to the Company in 2001, In addition, ACP was paid
management fees of $549, $5649 and $5696 in 2001, 2000 and 1999,
respectively. The Company reimburses ACP for out-of-pocket expenses
incurred in conneclion with providing management services. ACP is also entitled
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to various additional fees depending on the Company’s profitability or certain
significant corporate transactions. No such additional fees were paid in 2001,
2000 or 1999.

As part of the stock purchase agreement between the Company and the
Buyer of the Distribution Group, the Company received fees for information
systems services provided to Buyer. The Company received $25b and $11 for
such services during the year ended December 31, 2001 and 2000, respectively.
The information systems service agreement between the Company and the
Buyer expired on March 31, 2001. In addition, pursuant to the 18% Buyer
Note, interest of $1,508 was received by the Company during the year ended
December 31, 2001.

note 5
inventories

Inventories of continuing operations consist of the following:

December 31,
2001 2000
Raw materials, including core inventories $50,851 $44,432
Work-in-process 1,342 1,650
Finished goods 16,777 9,397
$68,970 $55,479
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ﬂ@ NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

incurring any premium or penalty. The balance on the Revolver was $45,800
and $62,600 as of December 31, 2001 and 2000, respectively.
In addition, the Company had outstanding letters of credit issued against the
Old Credit Facility totaling $5,014 and $4,219 as of December 31, 2001 and
2000, respectively.

At the Company’s election, amounts advanced under the Old Credit Facility wili
bear interest at either (i) the Alternate Base Rate plus a specified margin, or
(i) the Eurodollar Rate plus a specified margin. The “Alternate Base Rate” is
equal to the highest of (a) the Bank's prime rate, (b) the secondary market
rate for three-month certificates of deposit plus 1.00% and (c) the federal
funds rate plus 0.50%, in each case as in effect from time to time. The
“Eurodollar Rate” is the rate offered by the Bank for Eurodollar deposits for
one, two, three, six or, if available by all lenders, nine months (as selected by
the Company). The applicable margins for both Alternate Base Rate and
Eurodollar Rate loans are subject to a quarterly adjustment based on the
Company’s leverage ratio as of the end of the four fiscal quarters then
completed. At December 31, 2001 and 2000, the Alternate Base Rate margin
was 0.26% and 1.00%, respectively, and the Eurodollar Rate margin was
1.75% and 2.00%, respectively. Interest payments on advances that bear
interest based upon the Alternate Base Rate are due quarterly in arrears and
on the termination date, and interest payments on advances that bear interest
based upon the Eurodollar Rate are due on the last day of each relevant inter-
est period {or, if such period exceeds three months, quarterly after the first day
of such period). The average interest rate on the Old Credit Facility for the
years ended December 31, 2001, 2000 and 1999 was 6.63%, 8.75% and
7.70%, respectively.
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The Company is required to pay the Bank quarterly in arrears a commitment
fee equal to a per annum percentage of the average daily unused portion of
the Old Credit Facility during such quarter. The commitment is subject to a
quarterly adjustment based on the Company’s leverage ratio as of the end of
the four fiscal quarters then completed. At December 31, 2001 and 2000, the
quarterly commitment fee percentage was 0.3756% and 0.500%, respectively. -
The Company must also reimburse the Bank for certain legal and other costs
of the Bank and pay a fee on outstanding letters of credit at a rate per annum
equal to the applicable margin then in effect for advances bearing interest at
the Eurodollar Rate.

The Old Credit Facility contains several covenants, including ones that require
the Company to maintain certain levels of net worth, leverage and cash flow
coverage, and others that limit the Company's ability to incur indebtedness,
make capital expenditures, create liens, engage in mergers and consolida-
tions, make restricted payments (inciuding dividends), sell assets, make
investments and engage in transactions with affiliates of the Company and its
subsidiaries.

Annual maturities of the Company's Old Credit Facility are as follows as of
December 31, 2001

2002 $14,700
2003 60,500
$75,200




6€L°6% £88'l$ 860'8L$
sLL't Lvv'a 986'v1 paiieiap [ejo)
(eev) (@9 61T uBtaioy
() gl L9 aeIg
0SG'1 98y'¢ 990'v | [esapa-|
‘poLByQ
9c9'8 (¥94) Thi'E JuBLIND [Bj0}
- 0L 18 ubralo
a8 Gagl a6t AeIg
vr8'L$ 618 $ Geg't § jeropa
BN
6661 0008 L00¢C
‘1€ 19quIada(g papud sieadh sy} Joy
:Buimoyjoy

oy} 40 sisisuod suonerado Buinuiuod woly (Jueusq) asuadxs xe} aWwooy)

SaNRY SWODUL
gL 810U

"'SUOHNQLIISIP SXBW 0} SUBIPISGNS SI 4O AJIGE 3y} UO SUOIDIISaL
utep;ad Juwlad pue sojes 19sse uleyad aew (spuspiap Buipnpuy) syuswAed
Pa1o1ISal UIBlSD @xew 'sual INour ‘sajelyie yum suonpoesuen ul abebus
2035 jepded pauifenbsip anss) 'SUCIHPUOD UIBLIED 1apUN SSBUPSIqapUl [euol
-ippe anoul o} Apjige s, Auedwory ayy jiwi 'sBuiyy Jeyjo Buowue ‘Jeyy sjueuanod
UIE}I9D UIBJUOD PANSSI 1om SBJON JOIUSG BY] Ydlym Jopun sainjuapu ay|

"S2INJUBPUI SOION JOIUSS DY} U1 PAUIBIUOD SB SUOIEBHWI| UIBlad 0]
100lqns (g a1oN 99s) AMjde| 1paiD) piO SY 1opun sBumoiog Buipnppul 'sseu
-pajgapul [euoippe Jnour Aew Auedwor) oy ‘saueipisqns pajoLisalun ou pely
Auedwol) sy} ‘100G ‘| € 1equada( Jo Sy “(paunyap se) Alelpisqns pajoL]saiun
ue se pajeubisap Ateipisqns Aue uey) YO saurIpIsans 2lniny pue Busixa
s, Auedwor) ayj jo yora Aq posjurient aie sajoN Lo1usg oy ~(Aujioed pain
PO s Auedwo) oy Bupnpw) jgop Jouas amny pue Buisixs [jg 0} 1uswAed jo
B ur pajeulpiogns ‘Auedwon) sy} jo suonebiqo jerousb e soloN 0SS By |

‘159911 predun pue paniooe snid
wnowe redpuud sy} Jo 9 10| o) [enba aoud eje sejoN 101uag oy} aseyoindal
0] Ja}40 0} pasnbal aq pinom Auedwory ayy ‘loAquod ut abueyd e o usas ayy |

001 19yeaIaU] PUB 5005
%GO 100G

90114 uolpdwoapay ‘| 1snBny
;1sas9yur predun
pue paniooe snid ‘mojaq payioads saoud uonidwspal ayj e ‘ed ul 1o ajoym ul
‘Auedwiory sy} jo uogdo oyl je pawespal aq Aew SOJON I0IUSG By} Joijesioy}
a1ep Aesiaaluue yoes pue ‘gegl ‘| isnbny uo Buuuibsg 00z ‘| 1snbny
U0 aInew |jim SOI0N 10IUag ay| teak yoea jo | isnbny pue | Alenigad
uo Apenuueiwas ajqeded st SoJON J0IUBG OYL UO 1SIBIU| (1|7 SION 99S)
GRE'0L1$ 40 unowe fedpund a1ebaiBBe ayy ul (530 J0IURG, BY)) SSION
pajeulpioqng Jojuag ( pue g sauag %7z Buipueisino sey Auedwor) ayy

SQI0U POIBUIPICONS 10IUSS

d pue g satias %gt
6 @iou




FIR |)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In addition, the Company has recognized tax benefits related to the exercise
of certain non-qualified stock options and the disposition of certain shares
pursuant to incentive Stock Options prior to the expiration of the statutory
holding period as an increase in stockholders’ equity of $1,070, $411 and
$64 for the years ended December 31, 2001, 2000 and 1999, respectively.

The reconciliation of income tax expense computed at the U.S. federal stalu-
tory tax rates to income tax expense from continuing operations is as follows:

For the years ended December 31,

2001 2000 1999
i
Amount Percent | Amount Percenti Amount Percent

Tax at U.S. statutory rates $16,670 35.0% | $1,501 35.0% i $9,280 35.0%
State income taxes,

net of federal tax benefit 1,477 3.1 103 2.4 758 2.9
Foreign income taxes (130) (0.3) | (495 (11.9) (740) 2.8)
Nondeductible goodwill “

amortization 236 05 | 232 5.4 235 0.9
Nondeductible expenses 131 03 w 503 11.7 61 0.2
Other (286) (0.6) ! 39 0.9 145 0.5

$18,098 38.0% | $1,883 36.7%

43.9% | $9,739

Deferred income taxes reflect the net tax effects of temporary differences
between the carrying amounts of assets and liabilities for financial reporting
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purposes and the amounts used for income fax purposes. Significant compo-
nents of the Company's deferred tax assets and liabilities are as follows:

December 31,

2001 2000
Deferred tax assets:
Inventory obsolescence reserve $ 868 $ 464
Property, plant and equipment 94 —
Product warranty accruals 1,970 1,638
Special charge accruals 2,421 2,030
Other accruals and deferrals 3,119 2,889
Discontinued operations reserve 524 12,254
AMT credit carryforward 739 —
Net operating losses (excluding valuation allowance) 42,042 49,186
Total deferred tax assets 51,777 68,361
Deferred tax liabilities:
Amortization of intangible assets 9,720 12,485
Property, plant and equipment - 1,388
Other accruals and deferrals 867 545
Total deferred tax liabilities 10,587 14,418
Valuation allowance (9,092) (9,187)
Net deferred tax asset $32,098 44,756

As of December 31, 2001, the Company had Federal and State loss carryfor-
wards of approximately $89,249. These loss carnryforwards are available as an
offset to the future taxable income of the Company and its subsidiaries. The
Federal loss carryforward expires in 2020, and the state loss carryforwards
expire in varying amounts from 2004 to 2021. The Company also has
Alternative Minimum Tax (*AMT") credit carryforwards of approximatety $739
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The following summarizes information about options outstanding as of
December 31, 2001:

Options Outstanding Options Exercisable

Average  Weighted- Weighted-
Range of Remaining  Average Average
Exercise Contractual  Exercise Exercise
Price Shares Life Prices Shares Prices
$ 443-% 5.00 517,500 6.6 years $ 4.87 398,167 $ 4.97
$ 5.01-% 6.00 745,500 8.8 years $ 5.09 153,667 $ 5.20
$ 6.01-% 9.00 157,992 7.5 years $ 8.84 42682 $ 8.84
$ 9.01-$13.00 659,143 7.8 years $10.82 342,572 $10.49
$13.01 -$19.00 146,088 6.9 years $17.62 66,729 $16.94
2,226,223 7.8 years $ 7.82 1,003,817 $ 7.85

During 1994, the Company issued warrants to purchase 421,056 shares of
common stock at $1.67 per share, the fair value of the common stock on the
date of grant. The warrants are exercisable through 2004. During the years
ended December 31, 2001 and 2000, in cashless transactions, 210,528 and
140,352 of these warrants were exercised and 181,921 and 114,218 shares
of the Company's common stock were issued, respectively.
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Had compensation cost for the Company’s Plans been determined in accor-
dance with SFAS No. 123, “Accounting for Stock-Based Compensation,” the
Company’s reported net income and earnings per share would have been
adjusted to the pro forma amounts indicated below:

For the years ended December 31,

2001 2000 1999
Income (loss) from continuing operations:
As reported $29,527 $2,406 $16,776
Pro forma 27,133 470) 13,653
Basic earnings (loss) per common share:
As reported $ 1.44 $ 012 $ 082
Pro forma 1.32 (0.09) 0.67

The fair value of each option grant is estimated on the date of grant using the
Black-Scholes option-pricing mode! with the following weighted-average
assumptions:

For the years ended December 31,

2001 2000 1999
Expected volatility 86.37% 87.90% 72.17%
Risk-free interest rates 4.50% 6.25% 5.75%
Expected lives 4.6 years 5.2 years 7.9 years

The Company has not paid and does not anticipate paying dividends;
therefore, the expected dividend yield is assumed o be zero.



100G ‘1€ 19quiade(] Y8 | 8O¢ O} pajunowe Ajpqe) B Se SAeALISp SIY} O anjea
ney oyl (Gyg$ O 142uag Xe} Swodul 10 JoU) | 6E$ JO JUNOWE By} Ul SSO| BAIS
~uayaidwod 1oUlo 0] OSEAIOUI UE PUE SBKIjIGeY Wid}-Buo| 184jo 0} uoippe ue Se
paplodar S| pue gegd 0} PajUNOLIE SAITBALSP SIU} JO anfea rey uy sabueyd jo
uorpod 9ARoaYa BU} ‘|00g ‘LE 19qWwad9(] papua reak ol 104 (41 $ Jo 1auaq
Xe} 9LodU! JO 18U) 8Z¢ JO JUNOWER 2y} Ul SSO| 8AISUBY.ALLOD 19UJ0 0] BSBIOU)
ue pue ‘G 10 senjigel wisl-Buoj seyjo o} uomppe ue se abueyo Bugunoooe
siy} Bundope jo 10815 @AljRINWND B PI0dal 0] palsnipe aiom SjUBWSIE)S
jeoveuy s, Auedwon) auy LoQg I Alenuep 1y "sso) aaisusyaidwiod Jayjo o
ped se juaswaaiBe afpoy siy} 1o smea ey oy} papiodal pue abpay moyy yseo
e se Juowaalbe dems sy pojeubisop sey Auedwon) 2y} ‘e8| "ON SY4S Upm
90URPIODOR U} 150D JUSWS(1IAS JUSIIND POlBWIISS dy} U0 paseq st dems oy
JO onjea 1lej oy | €00z Ane Buuinp ainjew o} panpayds st pue uusy sy Buunp
9%G6'G 4O d)BJ 158131UI Paxl) B4} 18 0O0‘GLE JO JUNOWE [EUOIIOU B UO Paseq
st dems ay| s Ajjeloa S)el 15019jul 20NPat O Jqap 9. PaXiy O} 1qap 31l
ajqeuena sji Jo uoiptod B poAu0d 0} dems sjel 3saloiul ve sasn Auedwo)) ay |

"$1N200 )i se sBuures ul papodar 51 9Bpay e jo uoiod aadsysuUl Auy ‘Swoy
pafipay 8y} jo sooye paleel oy} yiim Buoge sBulutes ul paziuBoosas uaty ‘Aunba ul
Ajuerodwal pap1o2al st anjea ey W sabueyd Jo uoiod 2AR0BHS By} ‘SMOf} YSED
aininy jo sabpay se Bulkyjenb ssaneausp 104 "uonoesuel} abpay jo adA} ayj
'si 1t j1 ‘pue abpay e jo ped e pejeubisap s aaeAuap B 1ayleym uo Bupuasdap
'sso| aaisusyaldwos soypo 1o sBulwes juoind ul pousd yoed PapioIs)

BIR SBAIBALIBD JO aNfEA Jte) oy} Ul sabueyn) “enjea 1y oyl 1e 10ays aoueRg
By} UO PBPJOIBI BQ SIUSLINIISUL AATBALDPD je 1ey) saunbay yomym (ge| pue
€1 "ON SV4S Aq pspuswe se) Ssagiaay BuiBpan pue sjuswinisu) sAeAla(]
10} Buipunoooy, ‘get "ON §v4S pardope Auedworn ayy 100g ‘1 Arenuep uQ

SIUBWNIIS U]
jeiouBULL DAILRALIBD
1 @)0Uu

(syuone juanbasgng — |z, 910N
93G) ‘Auedwion) sy} Aq paleyo aq 01 SIIBYS MAU 000 00F'G Pue Auedwo)
3y} Jo sispjoydols Bules Ag paisoyo oq o} saleys QOO'009'S SepnPULl
Bunajjo »00)s UOWIWOD Sy | "D0}S UOWWOD SH JO SaIBYS 000000’ 10 9Jes
3y} 10} juswaleys uonensiBar e pajly Auedwon sy 'LO0g ‘0g 1equaaq uo

‘Auedwory ayr Aq paseyound asem aseys sad ¢g g4 1o ooud obeione ue je
saleys ,ee'6EY Uoium Jo ‘weiboid ayy rapun paseydind 91om 500)s LOWWOoD
s Auedwo?) 8y} Jo saieys 00g'$9S'l ‘LOOE ‘LE Jequaa(] jo sy 'saseyond
»00jq yBnoiyy so suogoesuely pajenobou Asyeaud ybnosyy “Gexiew uado ayj ur
awn o) awn woly spew aq Aew saseyaind yong H201s uowiwios s Aueduiory
3yl 10 sateys OOO'0GE°L 03 dn jo aseyound sy} 1o werboid B pasusLIwoD
‘Auedwor) ay] 10 s1epjoysreys 1ayjo urepao pue dnoigy jepden eioiny ay) Jo
sajelte pue sjedipund uepss ‘Auedwor) ay) Jo SI01Np pue juowabeuew
jO sraquiaw wewpad ypm seyeboy ‘Auedwiony oy 'Lopg 'g Aenuep up

}¥J01S Po1Ia}ald
pPUR UOW WO
Z1L 210U




—

_ .f.sa iJ ,i \it%,i(xiix\}<‘\i§|1fifl
D
ﬂ@ NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
e N . e
note 14 note 15
earnings per share employee

The following table sets forth the computation of basic and diluted earnings

per share from continuing operations:

For the years ended December 31,

2001 2000 1999
Numerator:
Income from continuing operations  $ 29527 % 2,406 $ 16,776
Denominator:
Weighted-average common
shares outstanding 20,503,936 20,663,102 20,324,640
Effect of dilutive securities:
Employee stock options
and warrants 554,637 500,387 838,961
Denominator for diluted earnings
per common share 21,058,573 21,163,489 21,163,601
Basic earnings per common share  $ 144 $ 012 $ 0.82
Diluted earnings per common share 1.40 0.1 0.79
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retirement plans

The Company’s defined contribution plans provide substantially all U.S. salaried
and hourly employees of the Company an opportunity to accumulate personal
funds for their retirement, subject to minimum duration of employment
requirements. Contributions are made on a before-tax basis to substantially all
of these plans.

As determined by the provisions of each plan, the Company matches a portion
of the employees’ basic voluntary contributions. Company matching contributions
to the plans were approximately $1,511, $998 and $1,003 for the plan years
ending in 2001, 2000 and 1999, respectively.

In addition, the Company's subsidiary located in the U.K. provides a voluntary
retirement benefits plan for its employees. Company malching contributions to
this plan were approximately $329, $291 and $414 for the years ended
December 31, 2001, 2000 and 1999, respectively.



£8

‘srajiewl asayy o Buijeal
sanipqel euarew Aue anosul jou m Auedwo?) ayy ‘suopsinboe s Auedwon) sy}
YHM LODBUUOD Ul OUl PAIIUS SjUaWoaIbE Byl jO suoiSiAcKd uoieDuWLDpUl
ayy uo ped u pue ‘suoipsinboe ayy aouls 1o 01 Joud pajajdwod uonelpawal
uiepo0 uo Hed ul 'pajonpuoo suoljebisaaul oy} uo ped ul paseq ‘jey} Sanaleq
Auedwon) sy} ‘eoueinsse ou aq ueo alay} Ybnoylly ‘peysies uesq aaey jou
Aew 1o jou aiam ‘seinpasord juawabeuew o1sem Buipnpur ‘spuswannbal
fioreinBay sayjo pue Buipiodsl yey) punoj OS|e SJUSWISSISSE 959 "S2}Sem
10 SODUBSGNS JO [BsodSIp 91IS-40 WOy UOeUIWBIL0D 104 Sailjigel |eguajod
0} 103lqns aq Aew os|e pue uoleipawal annbas Aew ey} sjeusiew snoprezey
JO 595881 pey DAY ABW 10 PBY DABY Sa1}l|IDB) 9534} JO JaquINuU € ey} puno}
‘o108 UORNQUISIP SNoUeA pue Buunioeinuew (e 1o sjueynsuod juapuadapul
Aq SIUDWISSOSSE | ISBU PAPNIOUl YIIYM ‘SUOEBRSaAUl Oy | "SME| [BJUSWIUOHAUD
ajqeoydde ypum aoueydwod Jeyy pue saipjioe) ssiuedwod asay) jo suonebysaaul
urepao pajonpuod Auedwony oy} 'pajedojal 1o pajsaalp Apusnbasgns uaaqg
BABY UDIYM JO DWOS ‘SBUBIPISGNS UIeHad o UOIISINDOE 8y} yiim UOIID2uU0D uj

“SBOUBISQNS Snoplezey jo
saseaa! 18Y1o 1o sjesodsip ‘syids 1sed 'woly Buninsas sabeusep pue 'dn Buuesp
10 51500 3y} 1o} Ajtqe) @s0dwl pue SUOIR[OIA 10} SUOIOUES [BUILIIID pUEB Soul)
fenuelsqns 1oy apiaoid suoneinBer pue sme| asay | $91SEM pUB SBOUBISQNS
snoplezey-uou pue snoprezey jo Ajouea e Jo jesodsip pue juawiesl) ‘uol
-epodsuer; *abeioys ‘Bupuey ‘voljeiausb ay) pue siajem o abieyostp ‘e 0}
suoissiwe ‘sbuy Jeyjo Buowe ‘Buiuisrob suonenbai pue sme| [ejUSLLUOIAUD
ubalo) pue jeoo| ‘erels ‘|erspay Buiajoas snolea 0} 10aigns st Auedwon) ay|

Aaoadsal ‘666 L PUB 000G ‘100G ‘1€ 19quiada(] papus sieak auy 1o 448" L$
pue 806'L$ ‘1£5'8% perewxordde sases| Buiesado |je 10} asuadxe jusy

810'0% SjuswiAed 9sES) WNWILIW JO BNjEA JUDSaI
@e) 1sausjul Bunuasaidas wunowy 1ssa
89.'0¢$ 0G1's spuewAed ases) WNWIUIW [B)0]
681y — IsHesy pue L0006
v0'e — 9006
9CL'E - G006
L8 6.0 Y006
VAL 199 €007
166’8 ¢ 00 1S 000
$85897 595897 | g 1aquanag popud sieak ayy Joy
Buneiadp reynden

ISMOJj0} SB e JBak QU0 JO SSOOXa Ul SUWLR) Yim sases| Bunerado pue
soses| [e)des ajge[ooURI-UoU 19pUN SIUSWILUIWIOD [BIUSS WNWILIW 91NN "SOSBY)|
1ayjo Ag paoeidel Jo pamaual ag 0} pejoadxo ate Aelsuab siidxo pey) seses)
Anoe 600z ybBnosyy sayep snouea uo andxa yoiym ‘sjuawasibe ases) Bunerado
pue jeydes snolea Japun juswidinbe pue ssnioe; urpad sases; Auedwon) oy

saiouabunuos

PHE SIUaWITWOeD
0L 210U




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

One of the Company’s former subsidiaries, RPM, leased several facilities in
Azusa, California located within what is now the Baldwin Park Operable Unit
of the San Gabriel Valley Superfund Site. The entity that leased the facilities
to RPM has been identified by the United States Environmental Protection
Agency, or EPA, as one of approximately nineteen potentially responsible
parties, or PRPs, for environmental liabilities associated with the Superfund
Site. The Federal Comprehensive Environmental Response, Compensation,
and Liability Act of 1980, as amended (CERCLA or Superfund) provides for
cleanup of sites from which there has been a release or threatened release of
hazardous substances, and authorizes recovery of related response costs and
certain other damages from PRPs. PRPs are broadly defined under CERCLA,
and generally include present owners and operators of a site and certain past
owners and operators. As a general rule, courts have interpreted CERCLA to
impose strict, joint and several liability upon all persons liable for cleanup
costs. As a practical matter, however, at sites where there are multiple PRPs,
the costs of cleanup typically are allocated among the PRPs according to a
volumetric or other standard. The EPA has preliminarily estimated that it will
cost between $150 million and $200 million to construct and to operate for an
indefinite period an interim remedial groundwater pumping and treatment
system for the part of the San Gabriel Valley Superfund site within which
RPM's facilities, as well as those of many other potentially responsible parties,
are or were located. The actual cost of this remedial action could vary
substantially from this estimate, and additional costs associated with this
Superfund site are likely to be assessed. RPM moved all manufacturing oper-
ations out of the San Gabriel Valley Superfund site area in 1995. Since July
1995, RPM'’s only real property interest in this area has been the lease of a
6,000 square foot storage and distribution facility. The acquisition agreement
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by which the Company acquired the assets of RPM in 1994 and the leases
pursuant to which the Company leased RPM'’s facilities after it acquired the
assets of RPM expressly provide that the Company did not assume any liabil-
ities for environmental conditions existing on or before the closing of the
acquisition, although the Company could become responsible for those liabil-
ities under various legal theories. The Company is indemnified against any
such liabilities by the company that sold RPM to it as well as the shareholders
of that company. There can be no assurance, however, that the Company
would be able to make any recovery under any indemnification provisions. Since
the closing of the acquisition, the Company has been engaged in negotiations
with the EPA to settle any liability that it may have for this site. Although there
can be no assurance, the Company believes that it will not incur any material
liability as a result of RPM's lease of properties within the San Gabriel Valley
Superfund site.

In connection with the sale of the Distribution Group (the “DG Sale”) on
October 27, 2000 (see Note 3), the Company has agreed to certain matters
with Buyer that could result in contingent liability to the Company in the future.
These include the Company’s indemnification of Buyer against (i) environ-
mental liability at former Distribution Group facilities that had been closed prior
to the DG Sale, including the former manufacturing facility in Azusa, California
within the Superfund site mentioned above and former manufacturing facilities
in Mexicali, Mexico and Dayton, Ohio, (ii) any other environmental liability of
the Distribution Group relating to periods prior to the DG Sale, in most cases
subject to a $0.8 million deductible and a $12.0 million cap except with
respect to closed facilities, (iii) liabilities of the Distribution Group existing at
the time of the DG Sale but not disclosed to Buyer, subject to the $0.8 million
deductible and $12.0 milion cap, (iv) any tax liability of the Distribution Group
relating to periods prior to the DG Sale and (v) certain health claims that may




‘xey a1040q pjoid reak ny payebpng uodn
paseq peaylaao arerodiod saredoje Ajny Auedwor) ayy (g dloN 99s) saidiod
Buunoooe juediubls jJo Arewwns ay} ur paquUosap SOy} Se awes sy} ale
saod Bugunosoe s un sssuisng 19Ul0), 24l pue sjuswbes sjqepodar ay |
‘suonpesado woiy swoout uodn paseq aouewtopad sajenjess Auedwor) sy

"SIBWO0ISND 1oxiew
~-19)e spuadopur o1 Ajewnd s1opuo0 uopnquisip feuotbal oy woly ssulbua
ubi210} pue D[1SOWOP SIINGLISIP pUB SBINIOBINUBWSL J8Y}0, SB UMOYS
pue juswBes ojgepodar B Jou st yoiym ‘pun ssouisng ssuibug s Auedwon)
ay | ‘uoaisia pue ydjaq Jop Auewnud ‘ssauwisng uonnguisip pue Buung
-oejnuBWR) Spusuodwod J1UCII09R SAljowoINe Ue () pue !SIOJO [BJaUdL)
‘JUS]X3 19853} B 0} pue pio4 0} Ajuewsd s901M9s Juawabeuew 3100 pue S3)
-A13S uoIPsOdsIp pue LOBWEDD! [BLIdjeW pauIinial Jo Japiaold e (i) !sa01Ateg
SSORMM  [W1V 40} SODIAISS UOIIBWLION pUB JUsWfjyni 1opio Aaxuin]
‘SEOIAIBS LOHNAUISIP PUB SNOYaiem pappe-onjea o Jopiaoid e (1) :spun
Buierodo 22141 Jo sisisuod juawbas sonsibo s Auedwony ayy enber pue
suolferado ueadoln? s,s10J0p [eIBUBL) pue S,plo- Bupnppul ‘s 30 ueadoinsg

uepad 0} soubua pajqiasse Amau pue paInjoBnuUBWSI 109[9S  S|j0S
juswBoes BuunjoejnuewWSy UBISAUCT 2U} ‘UOILIPPE U} "30W9A © 0 Sjes oy} Bui
-mojjoy spouad Ajuerem-1sod pue Ajuetiem oy} Buunp s1opeap dnsswop Hayy
Aq spred juawaoeidas se asn 1o} Ajuewnd ‘SNFO ublolo) [eioAas pue SI0JoN
[eisusny 'prod apshaynlojurecy 0} ASSIp SUOISSIUSUERL POINOBINUBLLIS)
jos Auewiud yeyt spun Buizelado oay jo sisisuod juawwbes Buunjoejnuewayy
uienaal(g oy ‘juswbas sonsibo sy pue juswbas Buunjorjnueway) uENsAL(]
ay} :suogessdo Bumnupuod ur sjuswbas sjgepodsy omy sey Auedwon) ey

sjuswbBas sjgeriodsl
LL 810u

‘sagiuesent ayy o} yoadsal yym Avedwor) ay) Apuwepur o} uoebigo
sy Buipnjour ‘suogebiqo s 19Ang o e 0} papoesons dnolr uoRnguisiq ay}
pue dnoigy uonnquisiq eyl ojur pabiow sem 1aAng ‘apes dnoir) uonnguisiq
sy} Buimoijo 4 saajuerend ayy o} yensind anow Aew Auedwon) ay) jeyy Ajpger
Aue joj Auedwon) ayy Apuwepur o} paaibe sey seAng "suonebiigo asoyy iouoy
Jou s90p dnoiLy UOIINQUISIC] BYI TBU} JUSAS B} Ui Sases| yons topun suonebigo
s,dnoin uonNqUISIC] 8Y} 10} ajqen 8q 0] sanunuod Auedwory ey oS 9jES OO
ay} JoyEe 10oye Ul urewar seajuelenb asay) Auedwol) oyl Aq pasjuerend
a1om sasea| wuawdinba pue sjeise eal s,dnoiny uonNquSIg Byl JO [BI9ASS
s(es B syl 0} Joud ‘uowppe Uy "efeg ©( By} 0} Joud SAIVE) SH JO BUO TB
Apjenb are oy 0} Buejol dnoiny voingusiq ay; jo seafodws Ag papiasse aq




4 NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The reportable segments and the “Other” business unit are each managed and
measured separately primarily due to the differing customers, production
processes, products sold and distribution channels. The reportable segments

and Other business unit are as follows:

Drivetrain
Remanutacturing  Logistics Other Totals
as of and for the year ended
december 31, 2001:
Revenues from
external customers $266,258 $105,255 $21,868 $393,381
Intersegment revenues 2,763 — o 2,763
Depreciation and
amortization expense 10,156 3.732 131 14,015
Special charges 2,439 2,415 — 4,854
Segment profit 40,044 26,461 1,695 68,200
Segment assets 408,311 81,215 17,701 507,227
Expenditures for
long-lived assets 7,646 5,185 — 12,831
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Drivetrain
Remanufacturing  Logistics Other Totals
As of and for the year ended
December 31, 2000:
Revenues from
external customers $254,280 $89,077 $99,136 $372,493
Depreciation and
amortization expense 9,360 9,786 845 12,991
Special charges — — 32,684 32,684
Segment profit (loss) 49,028 17,394 (37,537) 28,885
Segment assets 382,499 63,090 17,479 463,008
Expenditures for
long-lived assets 5,156 5,556 306 11,018
Drivetrain
Remanufacturing  Logistics Other Totals
As of and for the year ended
December 31, 1999:
Revenues from
external customers $268,897 $59,127 $37,639 $365,563
Depreciation and
amortization expense 9,441 2,281 1,678 13,300
Special charges 975 570 3,333 4,878
Segment profit (loss) 50,506 7,665 (5,973) 52,198
Segment assets 336,135 47,103 45,638 498,776
Expenditures for
long-tived assets 4,421 1,942 3,124 9,487
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Other significant items as disclosed within the reportable segments are reconciled
to the consolidated totals as follows:

Unallocated
Segment Corporate
Totals ltems Consolidated
other significant items:
for the year ended
december 31, 2001
Special charges $ 4,854 $ 476 $ 5,330
Expenditures for
long-lived assets 12,831 685 13,516
fFor the year ended
December 31, 2000
Special charges $32,684 $ — $32,584
Expenditures for
long-lived assets 11,018 664 11,682
For the year ended
December 31, 1999
Special charges $ 4,878 $2,432 $ 7,310
Expenditures for
long-lived assets 9,487 585 10,072
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Revenues and fong-lived assets by geographic area are determined by the
location of the Company's facilities as follows:

As of and for the
years ended December 31,

2001 2000 1999

net sales:

United States $370,830 $351,796 $342,663

Canada and Europe 22,551 20,767 22,900

Consolidated net sales $393,381 $372,493 $365,563
long-lived assets:

United States $217,280 $217,358 $228,509

Europe 13,826 14,059 15,385

Assets of discontinued

operations held for sale, net — — 127,535
Consolidated long-lived assets $231,106 $231,417 $371,429

For the years ended December 31, 2001 and 2000, the Company had three
significant external customers, Ford (Drivetrain Remanufacturing and
Logistics segments), DaimierChrysler (Drivetrain Remanufacturing segment
and Other) and AT&T Wireless Services (Logistics segment), representing
$136,088, $96,980 and $69,121 of consolidated net sales for 2001, respec-
tively, and $111,818, $110,175 and $52,653 of consolidated net sales for
2000, respectively.

For the year ended December 31, 1999, the Company had two significant
external customers, DaimlerChrysler (Drivetrain Remanufacturing segment)
and Ford (Drivetrain Remanufacturing and Logistics segments), representing
$115,537 and $108,257 of consolidated net sales for 1999, respectively.
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5 _\_W NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In 2001, the Company recorded $5,330 of special charges. These charges
included $2,439 for the Drivetrain Remanufacturing segment, $2,415 for the
Logistics segment and $476 for the Company's two information systems
groups. The $2,439 related to the Drivetrain Remanufacturing segment consists
of $1,584 of severance and related costs for 35 people primarily associated
with the de-layering of certain management functions and $855 of facility exit
and idle capacity costs associated with facility consolidations and implemen-
tation of cellularized manufacturing within the segment. The $2,415 of special
charges related to the Logistics segment included the following:
(i) $1,942 of costs related to the shut-down of the Company's remanufactured
automotive electronic control modules operation including $680 of severance
for 118 people, $631 related to the write-down of fixed assets, $368 of facility
exit and other costs related 1o the shutdown, $216 related to inventory write-
downs (classified as Cost of Sales-Special Charges) and $47 for the
write-down of uncollectible accounts receivable balances; and (i) $473 of
severance and related costs for eight people primarily associated with the
upgrade of certain management functions within the segment. The $476
related to the Company's two informalion systems groups are for severance
and related costs for four people primarily associated with the consolidation of
that function.
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Loss on
Termination Exit/Other  Write-Down
Benefits Costs of Assets Total
Reserve at December 31, 1998 $ 840 $3279 % — % 4,119
Provision 1999 2,969 519 3,892 7,310
Payments 1999 (1,429) (1,256) — (2678
Asset write-offs 1999 — — (842) 842)
Reserve at December 31, 1999 2,387 2,542 2,980 7,909
Provision 2000 443 4515 27,626 32,584
Payments 2000 (2,139) (1,950) — (4,082)
Asset write-offs 2000 — — (22,423) (92,493)
Asset valuation adjustment 2000() — — (2,962) (2,962)
Reclassification 2000 — (44) A4 _
Reserve at December 31, 2000 698 5,063 5,265 11,026
Provision 2001 3,213 1,223 894 5,330
Payments 2001 (2,115) (2,991) — (5,106)
Asset write-offs 2001 —_ — (4,225) (4,225)

Asset valuation adjustment 2001 — - 1,764 1,764
Reserve at December 31, 2001 $ 1,796 $3,295 $ 3698 $ 8,789

(M Assel valuation adjustments are due to the Company's initial discontinuance of the Engines
business during 2000 and its subsequent election to retain this business during 2001.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

At the Company's election, amounts advanced under the New Credit Facility
will bear interest at either (i) the Alternate Base Rate (“ABR") plus a specified
margin or (i) the Eurodoliar Rate plus a specified margin. The ABR is equal to
the highest of (a) the lender’s prime rate, (b) the lender’s base CD rate plus
1.00% or (c) the federal funds effective rate plus 0.50%. The Eurodollar Rate
is the rate offered by the lenders for Eurodollar deposits for one, two, three,
six, or, if available by all lenders, nine months as selected by the Company.
The applicable margins for both Alternate Base Rate and Eurodollar Rate loans
are subject to quarterly adjustments based on the Company’s leverage ratio as
of the end of the four fiscal quarters then completed. As of March 8, 2002,
the closing date of the New Credit Facility, the applicable margins for the
A-Loan and New Revolver were 1.25% for ABR loans and 2.25%
for Eurodollar Rate loans. For the B-Loan, the margins were 2.00% for
ABR loans and 3.00% for Eurodollar Rate loans as of March 8, 2002. The
interest rates for the optional C-Loan will be determined at the time such loans
are provided. Additionally, the Company is required to pay quarterly in arrears
a commitment fee equal to 0.50% per annum of the average daily unused
portion of the New Credit Facility during such quarter. The Company must also
reimburse the lenders for certain legal and other costs of the lenders, and
pay fees on outstanding letters of credit at a rate per annum equal to the appli-
cable margin then in effect for advances bearing interest at the Eurodoltar Rate.

Amounts advanced under the New Credit Facility are guaranteed by all of
the Company’s domestic subsidiaries and secured by substantially all of the
Company’s assets and its subsidiaries’ assets. The New Credit Facility
contains several covenants, including ones that require the Company to
maintain specified levels of net worth, leverage and cash flow coverage and
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others that limit its ability to incur indebtedness, make capital expenditures,
create liens, engage in mergers and consolidations, make restricted
payments (including dividends), sell assets, make investments, enter new
businesses and engage in transactions with the Company's affiliates and
affiliates of its subsidiaries.

On March 8, 2002, the closing date of the New Credit Facility, the Company
borrowed $55,000 under the New Credit Facility and used a portion of those
proceeds, together with the proceeds from the public stock offering, to repay
the entire $82,700 balance outstanding under our Old Credit Facility.

REDEMPTION OF 12% SENIOR SUBORDINATED NOTES

On March 8, 2002, the Company called all of the Senior Notes due 2004 for
redemption. The Company's Senior Notes, which had a face amount outstanding
as of March 8, 2002 of $110,385, will be redeemed at a premium of
102% plus accrued and unpaid interest on or about Aprit 8, 2002. The
redemption will be funded by the remainder of the borrowings made under the
New Credit Facility.

EXTRAORDINARY ITEMS

The Company expects to incur an extraordinary charge of approximately
$3.3 million for the write-off of previously capitalized debt issuance costs, a
call premium and fees in connection with the replacement of its Old Credit
Facility and the retirement of its Senior Notes.
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MICHAEL T. DUBOSE
Chairman of the Board, President
and Chief Executive Officer
Aftermarket Technology Corp.

ROBERT ANDERSON®™
Chairman Emeritus
Rockwell International Corporation

RICHARD R. CROWELL®
President and Founding Partner
Aurora Capital Group

MICHAEL T. DUBOSE
Chairman of the Board,
President and Chief
Executive Officer

BARRY C. KOHN
Vice President and Chief
Financial Officer
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directors

DALE F. FREY®

Chairman of the Board,
President and Chief Executive
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General Electric Investment
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MARK C. HARDY
Managing Director and Partner
Aurora Capital Group

DR. MICHAEL J. HARTNETT®
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Executive Officer
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America, Inc.
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Chairman and Founding Partner
Aurora Capital Group

RICHARD K. ROEDER
Managing Director and
Founding Partner

Aurora Capital Group
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PAUL J. KOMAROMY
President, Aaron's Automotive
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Remanufacturing Specialists, Inc.

MATT J. PIEPER
President, ATC Logistics

JOSEPH SALAMUNOVICH
Vice President, General Counsel
and Secretary

JOHN J. MACHOTA
Vice President, Human Resources

J. RICHARD STONESIFER®
President and Chief Executive
Officer (retired)

GE Appliances

) Member, Audit Committee
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and Investor Relations
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